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NORTH  AMERICAN  FREE  TRADE  AGREEMENT: 
EFFECTS  ON  WORKERS 


WEDNESDAY,  OCTOBER  13,  1993 

U.S.  Senate, 
Committee  on  Labor  and  Human  Resources, 

Washington,  DC. 

The  committee  met,  pursuant  to  notice,  at  10:00  a.m.,  in  room 
SD-430,  Dirksen  Senate  Office  Building,  Senator  Edward  M.  Ken- 
nedy (chairman  of  the  committee)  presiding. 

Present:  Senators  Kennedy,  Pell,  Metzenbaum,  Simon,  Harkin, 
Wellstone,  Wofford,  Kassebaum,  Gregg,  and  Hatch. 

Opening  Statement  of  Senator  Kennedy 

The  CHAmMAN.  Since  the  hour  for  our  hearing  on  NAFTA  has  ar- 
rived, we  will  begin  the  hearing  at  this  time.  Secretary  Reich  is  on 
his  way,  but  I  know  there  will  be  some  brief— hopefully— opening 
statements,  I  think  we  can  proceed,  and  I  am  sure  he  will  under- 
stand and  tolerate  that  procedure. 

Today  we  are  considering  the  North  American  Free  Trade  Agree- 
ment and  in  particular  its  effects  on  workers.  As  the  Committee  on 
Labor  and  Human  Resources,  we  have  a  special  responsibility  to 
ensure  that  this  agreement,  which  was  originally  negotiated  by  the 
Bush  administration  and  supplemented  by  the  Clinton  administra- 
tion adds  to  and  does  not  subtract  from  the  economic  well-being  of 
American  workers. 

Daily,  we  are  faced  with  conflicting  evidence  about  job  gains  and 
job  losses  that  will  result  from  NAFTA  and  equally  conflicting  esti- 
mates of  wage  increases  and  wage  reductions  from  NAFTA.  We  are 
told  on  the  one  hand  that  the  Mexican  economy  is  so  small  that 
NAFTA  will  not  matter  much.  On  the  other  hand,  we  are  told  that 
NAFTA  will  help  us  to  build  a  stronger  economy  tor  the  future  and 
that  it  highlights  our  concerns  for  the  rights  of  American  workers 
and  workers  of  other  countries. 

The  debate  on  the  North  American  Free  Trade  Agreement  is  ac- 
companied by  concerned  voices  from  many  different  interests — 
businesses  that  seek  to  expand  into  new  markets,  foreign  policy 
and  trade  experts  proclaiming  that  the  economy  of  the  future  and 
the  international  leadership  of  the  United  States  are  at  stake,  and 
labor  organizations  and  individuals  concerned  about  the  real  jobs 
they  have  today,  skeptical  of  Government's  ability  to  help  those 
who  are  dislocated  by  yet  another  economic  change,  and  profoundly 
disturbed  by  estimates  of  net  job  gains,  because  they  are  the  ones 
caught  in  the  "net." 

(1) 


Today  we  also  want  to  examine  both  the  reach  and  the  limits  of 
the  labor  side  agreement.  Does  it  set  a  ceiling  or  a  floor?  Will  it 
serve  to  impose  higher  labor  standards  for  Mexican  workers,  or  will 
it  result  in  maintaining  the  standards  that  currently  exist  in  Mex- 
ico or  even  in  lower  standards? 

We  have  an  excellent  group  of  witnesses  here  today  to  testify 
about  NAFTA  and  its  effect  on  workers.  Secretary  Reich  is  an  able 
supporter  of  the  Agreement,  and  he  is  also  an  effective  advocate  for 
American  workers,  higher  living  standards,  and  workplaces  of  the 
future. 

Tom  Donahue,  the  secretary-treasurer  of  the  AFL-CIO  is  a  pow- 
erful voice  for  working  men  and  women.  He  is  also  the  chair  of  the 
Labor  Advisory  Committee  on  the  North  American  Free  Trade 
Agreement,  established  to  provide  information  and  advice  to  the 
U.S.  Trade  Representative  and  the  Secretary  of  Labor  on  the  nego- 
tiating objectives  and  bargaining  positions  of  the  United  States, 
and  he  has  followed  the  progress  of  the  negotiations  and  this 
Agreement  for  several  years. 

Our  third  panel  is  a  group  of  four  eminent  economists  with  vary- 
ing perspectives  on  NAFTA, 

We  look  forward  to  welcoming  our  witnesses  very  shortly. 

I  recognize  Senator  Kassebaum. 

Opening  Statement  of  Senator  Kassebaum 

Senator  Kassebaum.  Thank  you,  Mr.  Chairman. 

I  am  very  pleased  that  we  are  having  this  hearing  this  morning 
on  the  North  American  Free  Trade  Agreement,  and  as  you  men- 
tioned, an  extraordinarily  fine  panel  of  witnesses. 

This  is  a  complicated  and  difficult  issue.  I  have  found  as  I  visited 
around  home  in  August  and  just  recently  that  many  people  are 
very  confused  and  uncertain  about  this  issue.  I  feel  strongly  that 
the  best  way  to  expand  our  economic  growth  is  to  expand  foreign 
trade.  Our  workers  and  farmers  and  businesses  need  a  chance  to 
compete  fairly  and  effectively  in  world  markets.  I  believe  NAFTA 
is  a  significant  step  in  that  direction. 

I  believe  that  the  high  skills  and  the  high  productivity  of  Amer- 
ican workers  and  farmers  will  allow  them  to  compete  successfully 
against  all  comers  in  the  world  market. 

Mr.  Chairman,  we  cannot  turn  the  clock  back  or  close  our  bor- 
ders or  just  close  the  world  out,  and  we  should  not  even  try.  When 
Foreign  Minister  Perez  was  here  for  the  historic  signing  of  the 
peace  agreement  between  Israel  and  the  PLO,  he  said  people  must 
buy  tickets  for  the  next  century.  I  really  believe  this  is  an  example 
of  a  way  that  we  need  to  buy  tickets  for  the  next  century. 

I  would  like  to  ask  that  my  full  statement  be  made  a  part  of  the 
record,  Mr.  Chairman. 

The  CHAmMAN.  The  full  statement  will  be  made  a  part  of  the 
record. 

[The  prepared  statement  of  Senator  Kassebaum  follows:] 

Prepared  Statement  of  Senator  Kassebaum 

I  want  to  thank  the  Chairman  for  giving  us  the  opportunity  this 
morning  to  discuss  the  North  American  Free  Trade  Agreement. 


This  is  a  difficult  and  complicated  issue.  We  need  to  approach  it 
with  a  fresh  perspective  ana  renewed  vigor.  If  ever  there  were  a 
need  for  bipartisan  agreement,  NAFTA  will  be  it. 

The  best  way  to  expand  our  economic  growth  is  to  expand  foreign 
trade.  Our  workers  and  farmers  and  businesses  need  a  chance  to 
compete  fairly  and  effectively  in  world  markets.  I  believe  NAFTA 
is  a  significant  step  in  that  direction. 

This  belief  is  not  based  on  theory  or  speculation.  It  is  based  on 
real  experience.  Since  Mexico  and  Canada  began  opening  their 
markets  in  1987,  my  own  State,  Kansas,  has  more  than  doubled  its 
sales  to  our  neighbors. 

In  the  past  5  years,  Kansas'  exports  to  Canada  and  Mexico  have 
gone  from  $400  million  to  nearly  $1  billion.  That  has  created  more 
than  10,000  new  jobs  for  Kansas  workers.  NAFTA  will  help  lock  in 
those  gains  and  set  the  stage  for  further  expansion. 

That's  why  thousands  of  small  businessmen  know — from  prac- 
tical experience — that  it  will  create  a  bigger  market  for  their  prod- 
ucts, higher  sales  for  their  companies,  and  more  jobs  for  American 
workers.  It  is  both  the  right  thing  to  do,  and  the  smart  thing  to 
do. 

The  slow  growth  of  our  economy  and  the  restructuring  of  Amer- 
ican business  through  downsizing  and  layoffs  has  produced  real 
anxiety  and  insecurity.  Unfortunately,  some  see  NAFTA  as  a  vil- 
lain, not  a  helpful  antidote,  for  this  problem. 

I  believe  that  the  high  skills  and  the  high  productivity  of  Amer- 
ican workers  and  farmers  will  allow  them  to  compete  successfully 
against  all  comers  in  the  world  market. 

Rejection  of  NAFTA  will  not  only  be  a  missed  opportunity,  it  will 
be  a  genuine  setback  in  our  efforts  to  deal  with  existing  problems 
such  as  wage  disparities,  environmental  enforcement  and  illegal 
immigration.  These  problems  won't  disappear  if  NAFTA  is  rejected. 
They  will  only  grow  worse. 

For  example,  American  companies  already  are  free  to  move  their 
plants  and  jobs  to  Mexico.  Many  have.  What  they  can't  do  is  sell 
their  products  in  the  Mexican  market  without  running  a  gauntlet 
of  tariffs,  import  licenses  and  other  restrictions.  That  is  what 
NAFTA  changes.  It  allows  our  companies  to  keep  more  jobs  at 
home  and  sell  more  products  abroad. 

We  cannot  turn  back  the  clock,  close  our  borders  and  make  the 
world  go  away,  and  we  shouldn't  try.  We  must  move  forward  and 
compete. 

I  look  forward  to  this  morning's  hearing. 

Prepared  Statement  of  Senator  Mikulski 

Good  morning,  Mr.  Chairman.  I  want  to  commend  you  for  hold- 
ing hearings  on  this  very  important  matter — how  NAFTA  will  af- 
fect American  workers. 

I  believe  that  we  must  examine  NAFTA  carefully  to  ensure  not 
only  American  Economic  growth,  but  also  safeguards  for  the  back- 
bone of  America:  the  middle  class. 

Mr.  Chairman,  that  is  why  I  am  looking  at  NAFTA,  at  any  trade 
agreement,  to  be  sure  it  meets  my  principles.  NAFTA  must: 

— Mean  jobs  today  and  jobs  tomorrow. 

— Not  be  an  excuse  to  exploit  lower  wages  abroad. 


— Not  weaken  important  environmental  standards. 
I  look  forward  to  the  testimony  of  today's  witnesses. 

Prepared  Statement  of  Senator  Thurmond 

Mr.  Chairman,  it  is  a  pleasure  to  be  here  this  morning  to  receive 
testimony  on  the  possible  impact  of  the  North  American  Free  Trade 
Agreement  (NAFTA)  on  American  jobs.  I  would  like  to  join  my  col- 
leagues in  extending  a  warm  welcome  to  our  witnesses  here  today. 
I  -.vould  like  to  especially  welcome  the  Secretary  of  Labor,  Secretary 
Reich. 

Mr.  Chairman,  the  North  American  Free  Trade  Agreement  is  a 
free  trade  pact  between  the  United  Sates,  Canada,  and  Mexico.  It 
is  supposed  to  increase  trade  between  these  countries.  However, 
there  are  a  number  of  issues  we  must  address  before  we  consider 
approving  this  agreement. 

Frist,  we  must  questions  whether  NAFTA  will  result  in  U.S.  job 
losses,  and  if  so,  what  kinds  of  jobs  will  be  lost.  As  you  may  be 
aware,  an  area  where  I  have  a  particular  interest  is  the  textile  in- 
dustry. There  is  concern  whether  jobs  will  be  lost  in  this  area. 

Second,  while  many  experts  expect  a  long-term  gain  in  employ- 
ment with  the  passage  of  NAFTA  they  also  anticipate  short-term 
losses.  I  believe  we  must  examine  ways  to  prepare  these  workers 
for  other  jobs. 

Finally,  I  am  concerned  that  we  maintain  the  high  quality  and 
high  wage  workforce  we  currently  enjoy. 

Again,  Mr.  Chairman,  I  would  like  to  welcome  our  witnesses  here 
today,  and  I  look  forward  to  reviewing  their  testimony. 

Prepared  Statement  of  Senator  Hatch 

I  am  pleased  to  be  here  this  morning  to  hear  from  a  group  of  dis- 
tinguished witnesses,  led  by  the  Secretary  of  Labor,  Robert  Reich. 

Some  may  say  that  I  am  happier  to  see  the  Secretary  when  I 
happen  to  agree  with  his  position  on  an  issue,  and  there  is  prob- 
ably some  truth  to  that.  I  certainly  do  agree  with  this  administra- 
tion's support  for  NAFTA  and  with  their  conclusion  that  this  agree- 
ment will  be  beneficial  for  our  economy  in  general  and  for  Amer- 
ican workers. 

I  recognize  that  there  is  strong  opposition  to  this  agreement. 
Many  have  argued  that  its  passage  will  lead  American  businesses 
to  relocate  to  Mexico  in  substantial  numbers. 

But  I  think  the  most  straightforward  and  common  sense  re- 
sponse to  this  argument  was  reiterated  recently  by  several  busi- 
ness people:  "The  fact  that  we  just  can't  get  clear  is  that  we  can 
take  any  job  we  want  to  Mexico  today  and  build  plants  where  it 
makes  economic  sense.  We've  been  doing  it  for  decades.  The  prob- 
lem is  that  we  can't  export  goods  from  here  to  Mexico." 

Mr.  Chairman,  opening  the  Mexican  market  to  U.S.  goods  will 
mean  more  jobs  and  better  jobs  for  American  workers. 

Since  Mexico  began  opening  its  market  in  1986,  it  is  estimated 
that  400,000  export  related  jobs  have  been  created.  NAFTA  will  en- 
sure continuation  of  this  trend.  This  country  has  the  most  produc- 
tive workers  in  the  world,  and  because  of  this  we  will  reap  the  ad- 


vantages  of  increased  access  to  Mexico's  market  of  90  million  peo- 
ple. 

I  thank  you  for  holding  the  hearing  this  morning  on  this  ver6y 
critical  issue. 

The  Chairman.  Senator  Pell. 

Opening  Statement  of  Senator  Pell 

Senator  Pell.  Thank  you,  Mr.  Chairman. 

I  think  this  is  an  excellent  hearing  with  an  excellent  panel  of 
witnesses.  We  need  to  shed  more  light  on  a  somewhat  murky  situa- 
tion where  we  do  not  know  what  the  results  of  the  Agreement  will 
be. 

I  look  forward  very  much  to  hearing  Secretary  Reich's  testimony 
and  the  other  witnesses. 

Thank  you. 

The  Chairman.  Thank  you. 

Senator  Gregg. 

Opening  Statement  of  Senator  Gregg 

Senator  Gregg.  Well,  I  just  want  to  thank  the  chairman  for 
maintaining  an  ambient  temperature  in  the  room  that  reminds  me 
of  New  Hampshire. 

The  Chairman.  It  will  warm  up,  I  can  tell  you,  later  on.  [Laugh- 
ter.] 

Senator  Gregg.  I  look  forward  to  the  testimony  of  the  Secretary 
of  Labor  on  a  very  important  piece  of  legislation. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much. 

Senator  Metzenbaum. 

Opening  Statement  of  Senator  Metzenbaum 

Senator  Metzenbaum.  Good  morning,  Mr.  Secretary,  and  wel- 
come again  to  the  Labor  and  Human  Resources  Committee. 

As  you  know,  Mr.  Secretary,  I  have  great  respect  for  you  and  for 
President  Clinton.  I  have  no  doubt  tnat  you  and  the  President 
want  to  protect  the  interests  of  American  workers;  so  do  I. 

But  on  the  issue  of  NAFTA,  as  you  already  know,  our  views  are 
very,  very  far  apart.  I  am  deeply  troubled  by  this  Agreement.  As 
drafted,  NAFTA  provides  blanket  protection  for  American  compa- 
nies that  invest  in  Mexico,  but  not  a  thread  of  protection  for  Amer- 
ican workers.  They  are  literally  left  out  in  the  cold.  Oh,  I  know  the 
Labor  Side  Agreement  talks  about  labor  protections,  but  in  reality, 
it  provides  little  or  no  help. 

It  does  not  take  a  rocket  scientist  to  figure  out  that  if  we  elimi- 
nate tariffs  and  trade  restrictions,  and  guarantee  the  security  of  in- 
vestments in  Mexico,  hundreds  of  thousands  of  Americans  will  lose 
their  jobs.  As  this  chart  shows,  U.S.  manufacturing  workers  earn 
about  seven  times  what  Mexican  manufacturing  workers  earn, 
$16.17  as  compared  to  $2.35  for  Mexican  workers  generally,  and 
$1.64  in  the  maquiladora  area. 

Put  yourself  in  the  shoes  of  America's  corporate  giants.  I  have 
thought  about  that;  I  came  out  of  the  business  world.  And  I  ask 
myself,  why  would  anyone  want  to  continue  manufacturing  in  the 


United  States  if  they  can  manufacture  in  Mexico  with  no  environ- 
mental restrictions,  with  none  of  the  responsibilities  that  American 
employers  have  to  their  employees,  with  far,  far  lower  wages  and 
no  trade  restrictions,  and  with  ironclad  investment  protections? 
Why  would  anybody  build  a  plant  here? 

In  fact,  our  experience  in  recent  years  confirms  that  the  Fortune 
500  will  not  hesitate  to  use  NAFTA  to  exploit  Mexican  labor.  Gen- 
eral Motors,  for  example,  plans  to  shut  down  21  U.S.  plants  and 
eliminate  75,000  U.S.  jobs.  But  in  addition,  General  Motors  is  the 
largest  private  employer  in  Mexico,  with  over  50  plants  and  a 
growing  work  force.  Similarly,  Ford  and  Chrysler  each  have  10  or 
15  plants  south  of  the  border. 

When  I  was  in  Mexico,  I  saw  a  General  Dynamics  plant  there, 
and  I  said  to  myself,  this  is  unbelievable.  General  Dynamics  gets 
85  percent  of  its  total  revenues  from  contracts  with  the  American 
Government,  and  they  are  doing  part  of  their  manufacturing  in 
Mexico. 

If  we  adopt  NAFTA,  scores  of  U.S.  plants  are  going  to  follow  suit. 
Plain  and  simple,  NAFTA  puts  American  jobs  on  a  fast-track  to 
Mexico. 

During  the  1992  presidential  campaign,  then  candidate  Bill  Clin- 
ton recognized  that  while  NAFTA  included  tough  protections  for  in- 
vestments in  Mexico,  it  contained  no  protections  whatsoever  for 
American  workers  or  the  environment.  He  promised  to  reject 
NAFTA  unless  Mexico  agreed  to  tough  side  agreements  on  these  is- 
sues. But  the  side  agreements  we  are  now  being  offered  are  a  hol- 
low gesture.  They  are  narrow  in  scope,  fraught  with  procedural  ob- 
stacles, and  devoid  of  adequate  remedies. 

For  example,  let  me  walk  through  some  of  the  25  separate  steps 
contained  in  the  labor  side  agreement.  First,  let  us  assume  a  com- 
plaint is  made  to  the  U.S.  Government  that  Mexico  is  not  enforcing 
its  laws.  The  U.S.  would  then  investigate  the  complaint.  I  do  not 
know  how  long  that  would  take.  If  the  U.S.  finds  that  the  charge 
has  merit,  we  would  consult  with  Mexico,  first  at  the  staff  level  and 
then  at  the  ministerial  level,  for  as  long  as  the  parties  choose  to 
do  so. 

If  the  matter  is  not  resolved,  the  U.S.  can  call  for  a  committee 
of  experts  to  review  the  matter,  provided  it  meets  three  conditions. 
First,  the  issue  must  involve  safety  and  health  or  technical  labor 
standards.  If  it  does  not,  we  cannot  call  for  the  committee.  Second, 
it  must  be  trade  related,  and  third,  it  must  involve  mutually  recog- 
nized laws. 

After  the  committee  reports,  the  parties  again  consult  over  the 
matter;  there  is  no  limit  as  to  the  amount  of  time  they  may  take. 
If  two  of  the  three  parties  agree  that  there  is  a  persistent  pattern 
of  failure  to  enforce  the  law,  then  an  arbitral  panel  may  be  re- 
quested. If  the  arbitral  panel  finds  a  violation,  then  the  panel  is  to 
devise  an  action  plan  to  remedy  the  violation.  Then  the  parties 
must  agree  to  the  action  plan. 

If  the  parties  cannot  agree,  the  dispute  goes  back  to  the  panel 
for  a  final  action  plan  and  possible  monetary  penalties.  Finally,  if 
the  party  in  violation  fails  to  comply  with  the  plan  or  pay  the  fine, 
then  and  only  then  may  trade  sanctions  be  imposed;  they  are  not 
mandatory. 


Now,  that  25-step  process  cannot  take  less  than  3  years,  and  I 
think  it  could  take  as  long  as  5  or  7  years.  Meanwhile,  American 
workers  are  going  to  be  out  on  the  streets  without  jobs.  And  even 
then,  all  we  have  done  is  require  Mexico  to  enforce  its  meager  labor 
laws,  such  as  its  60-cent-an-hour  minimum  wage.  And  while  every- 
one is  spending  years  consulting,  thousands  of  displaced  workers 
will  be  out  on  the  streets.  The  labor  side  agreement  will  not  help 
a  single  American  worker  save  his  or  her  job. 

The  members  of  this  committee,  and  every  Senator,  for  that  mat- 
ter, should  visit  Mexico  before  they  vote  on  this  Agreement.  It  will 
not  be  a  high-flying,  fun  junket,  I  assure  you.  They  should  see  for 
themselves  now  U.S.  firms  are  exploiting  Mexican  workers.  They 
should  see  what  NAFTA  has  in  store  for  this  country. 

Last  year,  I  visited  Matamoros  and  the  maquiladora  zone,  and  I 
must  tell  you  I  was  shocked,  literally  shocked,  at  the  horrifying 
squalor  in  which  Mexican  workers  live.  The  pictures  you  see  in  this 
room  only  begin  to  tell  a  part  of  the  story. 

The  first  picture  shows  a  plant  owned  by  the  Chamberlain  Cor- 
poration. It  produces  garage  door  openers.  As  you  can  see,  the 
workers  live  outside  the  plant  in  one-room  cardboard  shacks  and 
patched-together  wooden  shanties. 

The  next  picture  shows  one  of  these  homes,  with  no  electricity 
and  no  running  water.  The  third  picture  shows  a  Seiko  worker  in 
front  of  his  home,  next  to  a  stream  which  carries  toxic  runoff  from 
nearby  American-owned  plants. 

The  children  of  these  workers  breathe  air  thick  with  pollutants 
discharged  by  the  factories  where  their  parents  work.  They  bathe 
in  and  drink  from  these  toxic  streams.  It  is  frankly  a  tragedy;  it 
is  a  calamity.  And  when  workers  try  to  improve  their  conditions, 
they  are  all  too  often  blacklisted  or  thrown  in  jail. 

I  am  not  a  protectionist,  all  my  life,  I  have  been  a  free  trader. 
I  recognize  that  we  cannot  ignore  the  realities  of  the  new  global 
marketplace.  But  without  a  roughly  level  playing  field  and  com- 
parable benefits  for  all  involved,  free  trade  is  unfair  trade.  Free 
trade  with  Canada  and  Europe  makes  sense.  NAFTA  does  not. 

Our  choice  here  is  not,  as  NAFTA's  proponents  claim,  between 
this  Agreement  or  nothing.  We  should  use  our  economic  leverage 
to  seek  an  agreement  that  protects  American  jobs  by  improving 
Mexican  wages  and  working  conditions  over  time  to  fair  levels.  We 
should  seek  an  agreement  tnat  guarantees  funding  to  clean  up  the 
environmental  mess  just  over  the  border.  We  should  seek  an  agree- 
ment that  is  premised  on  true  democratic  reforms  in  Mexico,  rather 
than  one  that  further  entrenches  the  existing  one-party  regime. 

Mr.  Secretary,  you  and  I  have  agreed  on  many  matters  over  a  pe- 
riod of  years,  but  let  us  not  forget  that  this  Agreement  was  not 
originally  negotiated  by  this  administration.  It  was  negotiated  in 
the  first  instance  by  the  preceding  President,  George  Bush.  It  pro- 
tects the  interests  of  the  Fortune  500,  but  will  devastate  millions 
of  American  families. 

The  American  people  know  this  agreement  is  a  "lemon."  My  con- 
stituents send  me  hundreds  of  letters  a  week  on  this  issue,  and  the 
mail  is  running  15  to  one  against  NAFTA. 

You  and  the  President  are  two  of  the  brightest,  most  capable  peo- 
ple in  Washington,  and  I  know  you  can  negotiate  an  agreement  far 


8 

superior  to  this  one.  So  let  me  add  my  voice  to  the  growing  chorus, 
Mr.  Secretary— maybe  NAFTA,  but  not  this  NAFTA. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Metzenbaum. 

Senator  Simon. 

Opening  Statement  of  Senator  Simon 

Senator  Simon.  Thank  you,  Mr.  Chairman. 

I  am  one  of  those  who  has  not  taken  a  position  on  NAFTA  yet. 
And  I  look  at  it,  you  have  to  weigh  a  lot  of  things — illegal  immigra- 
tion, relations  with  Mexico — but  on  the  jobs  front,  which  has  to 
weigh  heavily  for  you  as  well  as  for  each  of  us,  short  term  it  helps 
us  in  jobs  as  I  weigh  this.  Mexico  is  one  of  the  countries  where  we 
have  a  trade  surplus.  Our  trade  deficits  are  primarily  not  with  low 
wage  countries;  they  are  primarily  with  high  wage  countries,  Japan 
being  the  prime  example.  And  when  Mexico  has  an  average  of  12 
percent  tariff,  and  we  have  an  average  of  4  percent  tariff,  clearly, 
if  you  drop  tariffs  on  both  sides,  we  are  the  beneficiaries,  short 
term. 

The  question  for  me  is  what  is  the  long-term  situation,  and  that 
is  less  clear  to  me.  That  is  one  of  the  things  that  I  hope  you  and 
the  other  witnesses  here  today  will  address. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Simon. 

Senator  Wellstone. 

Opening  Statement  of  Senator  Wellstone 

Senator  Wellstone.  Thank  you,  Mr.  Chairman. 

Mr.  Chairman,  I  have  a  complete  statement  that  I  would  like  in- 
cluded in  the  record. 

The  Chairman.  It  will  be  included. 

Senator  Wellstone.  And  rather  than  reading  that  statement,  I 
will  try  to  be  relatively  brief — relatively  brief — I  think  I  can  get  the 
Secretary's  support  on  this.  I  was  a  teacher,  so  it  is  hard  for  me 
to  be  too  brief,  but  I  will  be. 

First  of  all,  I  would  like  to  say  to  Secretary  Reich  that  I  think 
I  assigned  almost  every,  single  one  of  his  books  in  my  classes,  and 
I  think  he  is  one  of  the  most 

Senator  Simon.  You  were  an  outstanding  professor,  then. 
[Laughter.] 

Senator  Wellstone  [continuing.]  Thank  you,  Senator.  I  think  he 
is  one  of  the  really  profound  thinkers  about  how  we  as  a  country 
compete  in  an  international  economic  arena,  how  we  focus  on  high- 
value  products  produced  by  high-value  labor.  I  greatly  appreciate 
his  work. 

I  thank  Mr.  Donahue  for  being  here  as  well;  and  Harley  Shaiken, 
who  will  be  on  the  panel,  has  had  a  great  influence  on  my  thinking 
in  relation  to  this  issue,  and  I  thank  nim  for  being  here. 

It  is  very  interesting  to  me,  Mr.  Chairman,  that  at  the  Minnesota 
State  Fair,  which  I  insist  is  very  serious  politics,  because  half  the 
State  comes — and  I  think  Senator  Kassebaum  knows  what  I  am 
talking  about — over  13  days,  and  each  person  counts  as  one  and  no 
more  than  one;  no  one  has  a  lobbyist,  and  people  come  right  up  to 


you  and  talk — I  cannot  remember  in  my  adult  lifetime  where  trade 
policy  has  been  something  that  people  are  talking  about  in  their 
kitchens  and  their  living  rooms.  I  appreciate  the  democratization 
of  this  debate.  It  is  not  just  a  question  of  experts  or  people  in  think 
tanks  discussing  this. 

Part  of  this — and  I  think  the  Secretary  has  spoken  to  this  issue — 
is  that  it  is  more  than  NAFTA.  I  mean,  there  is  an  insecurity,  peo- 
ple are  worried  about  the  "jobless  recovery,"  and  people  do  not 
know  quite  where  the  economy  is  going.  I  want  you  to  know,  Mr. 
Secretary,  that  my  position  in  relation  to  the  North  American  Free 
Trade  Agreement  and  when  we  first  debated  fast  track  and  all  the 
rest  was  never,  "No,  never";  it  was  "Yes,  if." 

I  met  with  Ambassador  Kan  tor,  and  I  thought  we  had  a  very 
good  discussion.  When  I  met  with  the  Ambassador,  he  told  me  that 
there  were  going  to  be  some  side  agreements  on  labor  and  the  envi- 
ronment that  were  going  to  be  strong  side  agreements  with  strong 
enforcement  machinery,  and  he  actually  talked  about  what  Senator 
Metzenbaum  has  mentioned,  that  the  agreements  on  intellectual 
property  rights  would  be  the  model. 

What  is  distressing  to  me  is  the  enormous  gulf  between  all  of  the 
attention  that  is  paid  to  investment  in  intellectual  property  rights 
and  very  little  protection,  I  think,  for  working  people  within  our 
own  country.  And  I  have  some  specific  questions  that  I  will  get  to 
later  on,  but  I  do  not  understand,  for  example,  why  the  basic  right 
to  join  a  union  and  bargain  collectively  and  go  on  strike  is  not  even 
covered  within  this  agreement.  I  do  not  know  what  happened  to 
that.  I  thought  it  would  be.  And  I  have  a  whole  set  of  other  issues. 
Why  we  do  not  have  a  clear  link  between  productivity  and  wages, 
I  think  is  a  terribly  important  question.  And  quite  frankly,  as  I 
look  at  the  work  especially  of  Mr.  Shaiken,  I  think  it  is  a  myth  for 
us  to  believe  that,  yes,  we  lose  low-wage  jobs,  but  we  gain  higher- 
value  export-oriented  jobs,  because  much  of  what  I  saw  when  I  vis- 
ited Tijuana,  Senator  Metzenbaum,  was  Minnesota  Electronics 
Company,  relatively  high-value  products,  and  yet  people  making  59 
cents  an  hour. 

I  think  this  combination  of  the  best  of  technology,  of  productive 
work  force,  high-value  products,  but  still  low  wages,  is  just  simply 
one  of  the  major  problems  when  we  look  for  some  kind  of  level 
playing  field. 

Let  me  just  conclude  by  mentioning  one  other  concern  that  I 
have,  and  that  has  to  do  with  human  rights.  There  is  a  wonderful 
group  of  lawyers  in  Minnesota,  Advocates  for  Human  Rights,  and 
Senator  Simon,  they  have  issued  two  reports  this  past  year,  very 
critical  of  a  persistent  pattern  of  violation  of  human  rights  by  the 
PRI,  by  the  Mexican  Government.  It  strikes  me  that  all  of  these 
rights  that  people  are  supposedly  going  to  have  vis-a-vis  protection 
of  the  environment  and  hopefully  some  health  and  safety  in  labor, 
is  a  moot  point  if  by  virtue  of  seeking  redress  of  grievances,  people 
can  be  imprisoned.  And  this  is  a  government  with  an  atrocious 
record  on  human  rights.  I  do  not  think  we  should  sign  a  trade 
agreement  with  a  government  with  such  a  record.  So  that  is  the 
other  major  concern. 

So  I  had  hoped  there  would  be  strong  side  agreements,  and  we 
will  go  into  some  specific  questions.  I  think  they  are  very  weak.  I 
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am  very  disappointed.  I  thought  there  would  be  much  more.  And 
quite  frankly,  I  think  this  is  not  just  an  issue  of  American  workers; 
I  think  it  is  a  foreign  policy  question  as  well,  and  I  do  not  think 
we  should  sign  an  agreement  with  a  government  that  has  so  per- 
sistently violated  the  numan  rights  of  its  own  citizens. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you.  Senator  Wellstone. 

[The  prepared  statement  of  Senator  Wellstone  follows:] 

Prepared  Statement  of  Senator  Wellstone 

thank  you,  Mr.  Chairman.  Secretary  Reich,  thank  you  for  being 
here  today  to  discuss  this  important  issue.  Nobody  has  been  more 
engaged  than  you  in  the  debate  over  the  effects  of  trade  and  trade 
policy  on  American  jobs  and  the  American  workforce.  Yours  has 
been  a  leading,  if  not  the  leading,  voice  in  recent  years  in  discus- 
sions about  what  has  now  become  the  central  question  of  the  de- 
bate over  NAFTA:  that  is,  how  do  we  promote  a  high-wage,  high- 
skill  approach  to  growth  and  competitiveness  in  the  rapdily  chang- 
ing global  economy? 

I  also  thank  Mr.  Donahue  for  being  with  us  today,  as  well  as  our 
distinguished  panel  of  economists.  This  should  be  a  lively  exchange 
of  views. 

I  really  appreciate  the  healthy  democratization  of  the  debate  in 
this  country  regarding  NAFTA.  Unfortunately,  I  think  it  is  mainly 
our  continuing  serious  economic  difficulties — our  "jobless  recov- 
ery"— that  has  focused  so  much  public  attention  on  the  way  trade 
policy  directly  affects  the  lives  and  futures  of  American  commu- 
nities. Still,  it  has  been  good  to  force  the  trade  debate  out  into  the 
open,  pulling  it  our  of  ivory  towers  and  closed  bureaucratic  cham- 
bers. 

I  support  the  idea  of  entering  into  a  trade  agreement  with  Mex- 
ico. Formation  of  a  regional  trade  bloc  could  improve  our  con- 
tinent's competitiveness  in  relation  to  other  regional  blocs,  and 
more  open  trade  would  benefit  U.S.  exporters  and  consumers. 

Although  I  had  some  doubts  that  the  text  negotiated  by  the  Bush 
administration  could  be  sufficiently  improved  through  this  adminis- 
tration's side  agreements,  I  withheld  judgment  on  the  overall 
agreement  until  those  side  agreements  were  completed.  I  earnestly 
hoped,  as  I  told  U.S.  Trade  Representative  Mickey  Kantor  in 
March,  that  the  side  agreement  on  labor  would  contain  a  real  en- 
forcement mechanism  to  help  raise  labor  standards  in  the  three 
countries  to  a  comparable  level  and  to  give  some  meaningful  assur- 
ance that  wages  will  be  tied  to  productivity.  This  approach  to  trade 
liberalization,  established  in  the  European  Community,  is  the  only 
way  to  address  continuing  disinvestment  in  the  U.S.  economy  and 
the  continuing  depression  of  real  wages. 

I  agree  with  President  Clinton's  assessment  that  the  Bush  ad- 
ministration's NAFTA  text  did  not  accomplish  this  necessary 
standard.  But  I  am  sorry  to  say  that  I  do  not  believe  the  new  side 
agreement  on  labor  accomplishes  it  either. 

I  hope  to  discuss  the  labor  side  agreement  with  some  of  today's 
witnesses.  What  is  most  distressing  to  me  is  the  enormous  gulf  be- 
tween the  kinds  of  protection  and  guarantees  written  into  NAFTA's 
text  for  companies  when  it  comes  to  investment  and  intellectual 
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property  rights,  and  the  protection  purportedly  provided  to  working 
people  in  the  labor  side  agreement.  I  was  assured  by  Ambassador 
Kantor  in  March  that  he  was  negotiating  a  side  agreement  with 
"real  teeth,"  and  that  the  enforcement  he  envisioned  for  non-com- 
pliance on  labor  standards  issues  was  based  on  the  intellectual 
property  rights  model  in  NAFTA's  text.  But  if  that  was  ever  a  real 
goal,  anyone  who  has  looked  at  the  side  agreement  knows  it  was 
not  achieved.  Further,  whole  areas  of  labor  practices  were  simply 
abandoned  during  negotiation  of  the  side  agreement,  dropped  com- 
pletely from  the  enforceable  provisions,  which  themselves  are  of 
questionable  value. 

I  look  forward  to  today's  exchange  among  the  economists  con- 
cerning the  assumptions  behind  various  econometric  models  at- 
tempting to  determine  whether  NAFTA  will  likelv  lead  to  a  net 
gain  or  a  net  loss  of  jobs  in  this  country.  We  will  also  be  concerned 
about  NAFTA's  likely  impact  on  wages. 

Key  to  both  of  these  questions  is  the  link  between  productivity 
and  wages.  In  February  I  visited  Tijuana  to  look  at  labor  and  envi- 
ronmental conditions  in  "maquiladora"  factories  there.  In  the  plant 
of  a  Minnesota-based  electronics  manufacturing  company,  I  saw 
Mexican  workers  who  plainly  were  performing  what  in  this  country 
would  be  considered  fairly  high-value,  high-productivity  labor 
Later,  I  visited  the  home  of  some  of  that  plant's  workers.  A  pay- 
check stub  they  showed  me  indicated  they  were  taking  home  less 
than  a  dollar  an  hour  for  a  48-hour  work  week. 

My  understanding  is  that  this  phenomenon  is  increasingly  true 
in  Mexico's  new  and  growing  manufacturing  sector,  especially  the 
modern,  export-oriented  manufacturing  sector — precisely  the  sector 
NAFTA  was  written  to  encourage  and  protect.  The  work  of  one  of 
our  witnesses  today,  Harley  Shaiken,  demonstrates  that  it  is  not 
only  low-wage/low-skill  jobs  that  are  migrating  south.  Motivated, 
educated  Mexican  workers  now  produce  on  a  par  with  advanced- 
manufacturing  workers  anywhere  else  in  the  world  at  one-seventh 
U.S.  wage. 

Bob  Kuttner  recently  correctly  pointed  out  in  his  Business  Week 
column  that  this  persistent  gap  between  Mexican  workers'  lagging 
wages  and  their  increasing  productivity  does  not  just  attract  inves- 
tors from  higher  wage  areas,  which  then  in  turn  applies  downward 
pressure  on  U.S.  wages,  for  example.  It  also  reduces  the  purchasing 
power  of  those  Mexican  workers,  including  for  U.S.  goods.  And  as 
Mexico's  economy  becomes  integrated  into  that  of  the  United 
States,  "the  low-wage  drag  on  Mexico's  prosperity  becomes  a  drag 
on  our  own." 

It  is  true  that  job  loss  and  investment  shifts  are  happening  now, 
and  defeating  NAFTA  won't  stop  that.  But  why  should  we  lock 
these  trends  in  through  a  permanent  agreement?  Especially  an 
agreement  that  is  meant  to  be  a  precedent  for  other  trade  agree- 
ments in  the  hemisphere.  Why  not  use  a  trade  agreement  to  raise 
labor  and  environmental  standards  among  the  North  American 
countries  to  a  comparable  level,  as  has  been  done  in  Europe? 

Fflnally,  even  beyond  the  distressing  environmental  and  living 
conditions  that  I  saw  in  Tijuana,  neither  NAFTA  itself  nor  the  side 
agreements  link  the  opening  of  trade  to  improvements  in  human 
rights  practices  or  increased  democracy.  A  highly  respected  legal 
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organization  in  my  State,  Minnesota  Advocates  for  Human  Rights, 
has  published  two  reports  this  year  exposing  a  pattern  of  violation 
of  human  rights  by  the  Mexican  government.  That  organization  has 
called  for  linkage  between  trade  negotiations  and  improvements  in 
human  rights  practices,  and  I  think  they  are  right.  If  Mexican  envi- 
ronmental advocates,  labor  union  leaders,  and  other  concerned  citi- 
zens are  unable  to  stand  up  for  their  rights  and  publicize  and  pro- 
test damaging  environmental  practices  and  labor  rights  violations 
without  fear  of  government  retribution,  the  value  of  Mexican  guar- 
antees of  enforcement  of  standards  will  be  open  to  question. 

I  look  forward  to  the  testimony. 

The  Chairman.  Senator  Wofford. 

Opening  Statement  of  Senator  Wofford 

Senator  Wofford.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  you  and  I  agree  on  so  many  important  points 
about  how  to  help  our  country's  workers  and  to  improve  our  work- 
places. But  as  you  know,  I  was  opposed  to  the  fast-track  authority- 
that  the  Bush  administration  sought  for  NAFTA,  and  after  looking 
long  and  hard  at  the  issue  and  the  supplemental  agreements  that 
your  colleagues  have  negotiated  since  then,  I  have  come  to  the  con- 
clusion that  for  my  State  and  I  believe  for  our  country,  this  re- 
mains the  wrong  agreement  at  the  wrong  time. 

I  have  a  fuller  statement  to  put  in  the  record,  Mr.  Chairman,  but 
let  me  just  elaborate  for  a  moment.  I  opposed  the  fast-track  be- 
cause as  secretary  of  labor  and  industry  in  Pennsylvania,  I  had 
seen  that  the  previous  administration  was  not  adequately,  in  my 
opinion,  committed  to  assistance  to  dislocated  workers  and  dis- 
located communities,  as  Pennsylvania  lost  800,000  manufacturing 
jobs  in  the  last  years.  I  did  not  believe  the  previous  administration 
was  determined  to  negotiate  agreements  that  would  protect  the  en- 
vironment and  that  would  deal  with  labor  standards  in  Mexico. 

I  regret  very  much  that  we  find  ourselves  on  this  fast-track,  and 
it  seems  to  me  a  far  better  model  would  have  been  the  European 
Community,  the  European  Common  Market  approach,  which  did 
not  depend  on  promises,  but  actually  admitted  the  poorer  countries 
as  they  raised  their  standards  and  performed,  to  enable  them  to 
meet  the  standards  set  by  the  European  Community.  And  I  hope 
we  may,  in  due  course,  turn  to  that  model  for  the  Americas,  includ- 
ing Mexico. 

Last  night,  I  went  between  your  eloquent  talk  to  the  Press  Club, 
to  the  President's  eloquent  talk  to  the  University  of  North  Carolina 
to,  on  C-SPAN,  "Frontline"  on  PBS  which  told  the  story  of  General 
Motors,  including  3,000  jobs  being  lost  to  the  Middle  West  and 
moving  to  Mexico.  You  and  the  President  so  powerfully  talked 
about  the  anxiety,  the  alienation,  the  insecurity  of  American  work- 
ers today  and  wnat  we  need  to  do  about  it  to  get  confidence  back 
among  our  citizens  and  consumer  confidence  and  producer  con- 
fidence in  this  economy — long-term  job  training,  a  major  revision  of 
job  training,  which  you  are  producing;  college  open  to  everybody, 
which  we  are  moving  toward;  health  care  reform,  which  will  help 
as  much  as  anything  to  put  our  economy  on  the  right  track;  moving 
from  welfare  to  work — major  steps  to  get  our  economy  moving,  but 
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also  to  get  the  confidence  of  the  people  and  the  sense  of  security 
among  our  people. 

I  do  not  know  anything  that  is  spreading  more  insecurity  and  in- 
creasing anxiety  more  and  undermining  the  kind  of  confidence  we 
need  to  get  our  economy  going  than  the  fears  people  have  today 
about  more  jobs  being  lost.  And  far  better,  it  seems  to  me,  than 
moving  forward  now  with  this  agreement  would  be  to  move  forward 
on  a  fast  track  all  of  the  things  that  you  and  the  President  talked 
about  yesterday. 

So,  having  reviewed  and  carefully  considered  the  present  cir- 
cumstances, including  the  new  side  agreements,  I  have  concluded 
that  ratifying  this  agreement  would  mean  further  substantial  job 
losses  in  Pennsylvania  and  I  believe  for  our  country,  and  I  believe 
that  therefore  NAFTA  now  is  bad  for  our  economy  in  Pennsylvania 
and  in  the  country,  and  I  will  be  voting  against  it. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Senator  Wofford. 

[The  prepared  statement  of  Senator  Wofford  follows:] 

Prepared  Statement  of  Senator  Wofford 

Two  years  ago,  when  President  Bush  sought  fast  track  negotiat- 
ing authority,  I  voted  against  it,  because  I  didn't  believe  we  should 
be  stuck  with  a  trade  agreement  that  put  Pennsylvania  jobs  on  a 
fast  track  to  Mexico.  But  we  did  get  stuck  with  it. 

I'm  afraid  not  much  has  really  changed.  NAFTA  was  the  wrong 
agreement  then.  And  I'm  convinced  that  it's  the  wrong  trade  agree- 
ment now.  I'm  convinced  of  it  not  because  we  should  ever  retreat 
to  the  past,  but  because  we  should  be  building  a  better  future. 

For  more  than  a  decade,  Pennsylvanians  have  been  hit  hard  by 
the  loss  of  good,  manufacturing  jobs.  Our  unemployment  level  re- 
mains above  the  national  average.  As  Russell  Baker  pointed  out  in 
the  New  York  Times  on  Saturday:  "there's  something  cruel,  offen- 
sive and  faintly  dishonest  [in  the  NAFTA-backers"  argument  that 
any  pain  felt  by  the  working  classes  will  be  only  a  "short-run"  expe- 
rience. The  argument  comes  easily  to  people  with  the  financial  se- 
curity required  to  live  in  the  "long  run."  Corporate  America  and  the 
Washington  establishment,  both  ardent  for  this  agreement,  consist 
of  people  who  can  afford  to  wait  for  the  year  of  the  Jubilee. 

"For  working  stiffs,  however,  life  is  lived  in  the  'short  run.'  The 
rent  is  due  at  the  end  of  the  month,  the  grocery  money  every  Fri- 
day. Politicians,  tycoons  and  media  stars  exhorting  such  people  to 
ponder  the  comforts  to  come  in  the  'long  run'  can  only  sound  like 
hypocrites  or  visitors  from  another  planet." 

We're  here  this  morning  because  we're  concerned  about  what 
happens  on  this  planet — in  our  state — and  our  communities.  And 
our  concern  isn't  only  about  the  immediate  loss  of  jobs.  It's  also 
about  the  loss  of  a  decent  standard  of  living.  Because  for  workers 
who  do  keep  their  jobs,  this  agreement  will  give  companies  new  le- 
verage to  drive  wages  down. 

Putting  people  first  is  more  than  just  a  campaign  platform.  It's 
the  fundamental  purpose  of  America.  In  the  19th  century,  when 
capital  began  to  move  across  the  globe,  we  made  the  moral  judg- 
ment that  not  every  result  of  the  market  was  acceptable.  So  we 
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passed  child  labor  laws,  and  workplace  safety  laws  and  fair  labor 
standards. 

And  today,  we  have  an  example  of  free  trade  that  raises  living 
standards,  instead  of  lowering  them  to  the  lowest  common  denomi- 
nator: the  European  Common  Market.  By  contrast,  this  NAFTA 
won't  do  enough  to  eliminate  artificially  low  wages  in  Mexico.  And 
it  doesn't  do  enough  to  insure  that  the  benefits  of  freer  trade  will 
translate  into  higher  living  standards  here  at  home. 

I've  always  supported  expanding  international  trade.  Trade  that 
translates  into  a  higher  standard  of  living  and  economic  oppor- 
tunity. But  NAFTA  picks  winners  and  losers.  And  it  does  nothing 
for  those  who  stand  to  lose  the  most.  Are  NAFTA's  corporate  sup- 
porters committed  to  helping  workers  adjust  to  the  new  economic 
rules?  Have  they  offered  any  ideas  on  how  to  pay  for  this  assist- 
ance? The  answer  to  both  these  questions  is  NO. 

And  Pennsylvania  taxpayers  may  be  losers  as  well.  The  funding 
needs  are  substantial.  NAFTA  will  cost  us  $3  billion  in  lost  tariff 
revenues.  House  Majority  Leader  Dick  Gephardt  estimates  that  the 
total  cost  of  NAFTA  will  reach  $30  billion  in  the  next  ten  years. 
And  the  promises  being  made  to  win  House  support  may  cost  us 
even  more.  We're  having  a  hard  enough  time  finding  the  money  to 
extend  unemployment  benefits  for  those  who  are  already  out  of 
work. 

There  are  those  that  say  that  if  you're  against  NAFTA,  you're 
running  away  from  the  competition  and  hiding  from  the  new  world 
order.  They  say  it  will  weaken  our  hand  in  negotiating  agreements 
with  Asia  and  Europe.  I  think  the  exact  opposite  is  true.  The  last 
thing  I  want  the  United  States  to  do  is  to  shrink  from  our  respon- 
sibilities abroad — or  to  miss  opportunities  to  improve  economic  op- 
portunities here  at  home. 

A  retreat  into  isolationism  isn't  the  point.  The  question  is  how 
we  chose  to  move  forward  and  meet  the  economic  competition.  We 
have  to  engage  the  world  on  fair  and  mutually  beneficial  terms. 
Far  from  weakening  our  negotiators'  hand,  a  defeat  of  NAFTA 
should  strengthen  their  case  for  agreements  that  are  fair  to  Amer- 
ican workers  and  American  communities. 

We  can  do  better  than  this  NAFTA.  Our  State  and  our  country 
can  do  better — and  deserve  better. 

The  Chairman.  Senator  Harkin. 

Opening  Statement  of  Senator  Harkin 

Senator  Harkin.  Thank  you,  Mr.  Chairman.  I  apologize  for  com- 
ing in  late,  and  I  would  like  to  ask  that  my  full  statement  be  made 
a  part  of  the  record. 

The  Chairman.  It  will  be  included. 

Senator  Harkin.  I  will  only  take  a  minute,  Mr.  Secretary.  I  am 
one  of  those  who  have  not  decided  yet  how  I  am  going  to  vote  on 
NAFTA.  I  will  say  that  I  voted  against  the  fast-track  legislation  be- 
cause I  did  not  trust  the  Bush  administration  and  the  people  who 
worked  for  President  Bush  to  get  an  agreement  that  was  in  the 
best  interest  of  the  people  of  this  country  and  in  the  best  interest 
of  the  environment  and  in  the  best  interest  of  working  people  on 
both  sides  of  the  border. 
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I  think  my  fears  were  proven  right;  I  do  not  think  the  pact  ad- 
ministration did  get  a  good  agreement.  I  think  that  the  people  in 
that  administration  who  hammered  out  this  agreement  were  ideo- 
logical free  traders,  free  traders  at  any  cost,  at  any  price.  And  I 
think  you  have  to  be  a  practical  free  trader,  which  means  fair 
trade,  which  means  you  have  to  hammer  out  an  agreement  that  is 
practical  and  that  indeed  responds  to  the  needs  of  workers  on  both 
sides  of  whatever  border  you  are  talking  about. 

I  think  it  also  has  to  be  an  agreement  that  tends  to  lift  up  or 
to  raise  up  the  level  of  environmental  protections  in  whatever  coun- 
tries are  signing  such  an  agreement,  and  I  do  not  believe  the  basic 
agreement  does.  Certainly,  the  side  agreements  that  I  have  been 
reading  tend  to  move  us  in  that  direction.  But  I  am  concerned — 
and  I  need  more  input  on  this — I  am  concerned  that  the  side  agree- 
ments really  lack  enforcement  provisions;  there  are  dispute  resolu- 
tion procedures,  but  it  is  one  of  those,  things,  like  section  301,  that 
can  just  go  on  and  on  and  on,  and  nothing  ever  happens  in  terms 
of  enforcing  the  side  agreements.  If  I  am  wrong  on  that,  I  would 
like  to  be  shown  how  I  am  wrong  and  that  there  would  be  an  end 
point  where  some  action  would  have  to  be  taken  decisively  to  make 
one  side  or  the  other  live  up  to  what  those  side  agreements  say. 
I  do  not  see  it  there,  but  I  could  be  wrong. 

So  on  the  one  hand,  I  see  benefits  to  a  free  trade  agreement.  I 
have  thought  for  a  long  time  that  we  in  the  United  States  have 
spent  too  much  time  looking  East-West  and  not  enough  time  look- 
ing North-South.  I  believe  it  is  time  now,  with  the  end  of  the  cold 
war,  with  the  demise  of  the  Soviet  Union,  that  we  should  start 
looking  North-South,  and  we  should  start  developing  those  eco- 
nomic relationships  that  will  help  build  better  trading  partners 
south  of  the  border. 

On  the  one  hand,  I  am  for  a  free  trade  agreement  with  Mexico, 
with  Chile,  with  Argentina,  with  Brazil,  and  with  everyone  south 
of  the  border.  I  see  that  as  our  next  big  opportunity.  But  I  think 
it  ought  to  be  done  right.  I  think  it  ought  to  be  done  not  in  some 
ideological  framework,  but  in  a  practical  framework  that  really  re- 
sponds to  the  interests  of  labor  and  the  environment  on  both  sides 
of  the  border. 

So  those  are  my  concerns.  I  do  not  know  exactly  how  I  am  going 
to  vote  on  it.  As  I  say,  there  is  good  and  bad,  I  think,  in  NAFTA, 
and  I  am  just  going  to  have  to  try  to  weigh  it  and  see  which  side 
of  the  scales  weighs  the  most. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Senator  Harkin  follows:] 

Prepared  Statement  of  Senator  Harkin 

Mr.  Chairman,  thank  you  for  convening  this  hearing  on  the  im- 
pacts of  the  North  American  Free  Trade  Agreement  on  workers.  I 
nope  that  this  hearing  will  provide  some  answers  to  questions  that 
I  have  about  the  agreement  and  its  effects. 

I  voted  against  providing  President  bush  fast-track  authority  for 
negotiating  NAFTA  and  criticized  the  NAFTA  that  he  signed  off  on 
largely  because  I  did  not  believe  that  the  interests  of  U.S.  workers 
were  being  sufficiently  considered  as  the  past  administration  nego- 
tiated this  agreement.  I  was  particularly  concerned  that  labor  or 
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environmental  standards  in  Mexico  or  Canada  weaker  than  those 
in  the  United  States  could  attract  jobs  and  capital  investment  away 
from  the  United  States. 

But  I  also  believed  that  President  Clinton  should  be  given  his 
chance  to  cure  the  deficiencies  in  the  basic  agreement.  Now  that 
the  supplemental  agreements  have  been  concluded  we  are  able  to 
review  as  a  whole  the  basic  agreement  and  the  supplemental 
agreements. 

As  a  senator  who  remains  undecided  on  NAFTA,  getting  more  in- 
formation, through  this  hearing  and  from  other  sources,  is  critical 
to  making  a  responsible  judgment  and  deciding  how  to  vote.  The 
NAFTA  is  a  very  important  matter,  and  I  intend  to  make  a  deci- 
sion based  on  the  facts — not  on  some  preconceived  ideological  posi- 
tion. Far  too  many  have  rushed  to  embrace  or  condemn  the  agree- 
ment based  on  abstractions  and  rhetoric  without  considering  the 
facts  involved.  Regrettable,  the  rhetoric  has  mushroomed  on  both 
sides  of  the  issue. 

I  am  here  seeking  some  rational  discourse  to  put  some  facts  on 
the  table  that  will  help  me  make  a  decision  whether  the  agreement 
is  in  the  best  interest  of  my  State  of  Iowa  and  the  Nation.  NAFTA 
has  become  a  very  emotional  issue,  with  Iowans  and  Americans  are 
coming  down  on  both  sides  in  good  conscience.  A  third  or  more  do 
not  know  enough  yet  to  have  an  opinion. 

I  have  serious  questions  about  the  impact  of  the  agreement  on 
our  U.S.  manufacturing  sector.  One  example  very  important  to  my 
State  is  the  disparity  in  tariffs  on  major  home  appliances  that  fa- 
vors manufacturing  in  Mexico  at  the  expense  of  U.S.  production.  On 
a  more  general  level,  I  too  am  concerned  about  the  inducements 
that  firms  might  see  to  move  jobs  and  investment  to  Mexico  if 
NAFTA  does  not  adequately  address  the  serious  questions  impor- 
tant to  U.S.  workers. 

Thank  you  Mr.  Chairman. 

The  Chairman.  Mr.  Secretary,  I  gave  you  a  glowing  introduction 
while  you  were  coming  up  the  stairs  to  join  us.  You  are  a  dear 
friend  to  all  of  us  and  one  of  the  most  knowledgeable  and  commit- 
ted defenders  of  American  workers.  We  are  delighted  to  have  you. 

Mr.  Secretary,  if  you  would  just  permit  us  to  dispose  of  one  item 
of  committee  business,  which  is  on  the  two  very  important  nomina- 
tions, Mr.  Eli  Segal  to  be  the  chief  executive  officer  of  the  Corpora- 
tion for  National  and  Community  Service,  and  Donald  Wurtz  to  be 
the  chief  financial  officer  of  the  Department  of  Education. 

I  note  that  a  quorum  is  here,  and  I  move  we  go  into  executive 
session. 

[Whereupon,  at  10:29  a.m.,  an  executive  session  was  held,  which 
concluded  at  10:30  a.m.] 

The  Chairman.  We  thank  you,  Mr.  Secretary,  and  we  look  for- 
ward to  hearing  from  you  now. 

STATEMENT  OF  HON.  ROBERT  B.  REICH,  SECRETARY,  U.S. 

DEPARTMENT  OF  LABOR 

Secretary  Reich.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  With  your  permission,  I  will  submit  my  testimony  for 
the  record,  and  I  will  try  to  keep  my  formal  remarks  brief  so  that 
I  may  answer  whatever  questions  the  committee  has. 
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The  Chairman.  Could  I  just  mention  that  this  is  an  enormously 
important  hearing,  and  we  have  in  the  Secretary  and  also  Tom 
Donahue  two  of  the  most  effective  spokespersons  on  this  issue,  as 
well  as  a  very  interesting  panel,  a  balanced  panel,  of  four  econo- 
mists, many  of  whom  have  travelled  across  the  country  to  be  with 
us. 

We  know  we  have  the  respective  party  caucuses  that  start  at  1 
o'clock,  and  there  is  no  way  we  can  deal  with  all  of  the  complex 
issues  during  this  period,  but  I  would  invite  our  colleagues  to  be 
as  considerate  as  possible  to  the  witnesses  who  will  be  coming  up 
later  and  to  try  to  focus  in  as  precisely  and  as  briefly  as  they  can, 
and  yet,  obviously,  on  the  issues  that  concern  them. 

I  thank  you  very  much,  Mr.  Secretary.  We  look  forward  to  hear- 
ing from  you. 

Secretary  Reich.  Mr.  Chairman,  members  of  the  committee,  let 
me  just  make  five  points.  I  need  to  both  restate  them  but  also  for 
the  record  emphasize  them  in  response  to  some  of  the  questions 
and  issues  that  have  been  raised. 

Point  number  one.  I,  as  Secretary  of  Labor,  have  examined  the 
evidence;  I  have  looked  through  studies;  I  have  travelled  around 
the  country;  I  have  been  to  Pennsylvania,  to  Louisiana,  to  Califor- 
nia, to  many  of  your  States,  Kansas,  Vermont;  I  have  talked  to 
manufacturing  workers,  and  I  have  talked  to  other  workers.  I  can 
tell  you  on  the  basis  of  my  observations  and  on  the  basis  of  the 
data  that  I  have  seen  that  in  my  view,  passage  of  the  North  Amer- 
ican Free  Trade  Agreement,  with  the  side  agreements,  is  good  for 
American  workers.  It  means  more  jobs,  it  means  better  jobs  for 
American  workers. 

Why  is  that?  Why  is  that,  even  though  their  wages  are  far  below 
our  wages?  The  reason  is  that  their  tariffs  right  now  are  two  and 
a  half  times  our  tariffs.  It  is  much  harder  to  get  American  goods 
into  Mexico  than  Mexican  goods  into  the  United  States.  In  fact,  if 
you  are  in  a  maquiladora,  you  enter  the  American  market  free-of- 
charge.  Their  tariffs  are  two  and  half  times  our  tariffs,  and  yet  be- 
cause their  market  is  growing  so  fast,  we  are  selling  them  right 
now  over  $5  billion  worth  of  goods  more  than  they  are  selling  to 
us.  That  means  jobs,  good  jobs,  for  Americans.  If  we  get  down  both 
of  those  tariffs,  it  only  stands  to  reason  that  we  are  going  to  have 
even  more  exports  to  Mexico,  more  good  jobs. 

Forty-eight  out  of  50  States  have  seen  their  exports  to  Mexico 
since  1987,  when  Mexico  began  liberalizing  their  trade  rules,  in- 
crease substantially;  48  out  of  50  States.  Now,  this  again  means 
American  jobs.  Tnese  are  high-technology  and  low-technology. 
These  are  jobs  in  almost  every  sector  of  the  economy. 

Latin  America  and  Asia  are  the  fastest-growing  markets  in  the 
world.  If  we  do  not  get  in  there  and  continue  to  export  to  Latin 
America  and  Asia,  even  though  they  are  very  low  wage,  they  are 
growing  so  fast  that  other  advanced  nations  will  be  there  instead. 

If  we  do  not  have  a  North  American  Free  Trade  Agreement,  not 
only  will  we  not  be  able  to  increase  the  trend  toward  more  and 
more  exports  and  more  and  more  jobs  exporting  to  Mexico,  but  if 
we  do  not  have  a  North  American  Free  Trade  Agreement,  there  is 
a  severe  chance  that  we  will  lose  jobs.  We  will  lose  jobs  because 
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other  nations  will  take  advantage  of  those  fast-growing  markets 
and  the  fast-growing  Mexican  market. 

Now,  what  about  that  differential?  Senator  Metzenbaum  right- 
fully, appropriately  points  out  there  is  a  big  wage  differential.  If 
wage  differentials  were  the  thing  that  drove  American  manufactur- 
ers, or  for  that  matter,  any  manufacturers  in  advanced  nations, 
Haiti  or  Bangladesh  would  be  the  industrial  capitals  of  the  world. 

Why  is  it  that  BMW  is  coming  to  the  United  States  to  manufac- 
ture, instead  of  Mexico,  for  the  American  market?  Why  is  it  that 
other  countries  around  the  world,  other  manufacturing  companies, 
are  coming  to  the  United  States  to  manufacture  instead  of  coming 
to  Mexico?  If  there  is  only  a  4  percent  tariff,  if  it  were  so  much 
cheaper  for  them  to  be  in  Mexico,  why  wouldn't  you  expect  them 
to  go  to  Mexico?  The  answer  is  they  are  coming  to  the  United 
States  because  of  our  productivity;  because  even  though  there  is  a 
wage  differential,  we  have  skills,  we  have  infrastructure,  roads  and 
bridges  and  communication  systems,  energy  systems,  a  stable  Gov- 
ernment; we  have  access  to  an  infrastructure  of  suppliers.  We  have 
all  of  the  things  that  makes  it  worthwhile  for  American  companies 
to  be  here  and  not  in  Mexico. 

If  American  companies  or  any  other  companies  were  interested 
in  low  wages  only,  they  would  already  be  in  Mexico.  They  can  al- 
ready be  in  Mexico.  Remember  you  are  talking  about  a  very  small 
4  percent  tariff,  and  with  regard  to  the  maquiladora,  it  gets 
through  the  maquiladora  and  back  without  any  duty  at  all. 

Now,  some  people  who  are  against  NAFTA  will  say  that  despite 
all  those  exports,  that  that  is  just  double-counting;  that  those  ex- 
ports are  to  Mexico,  and  then  they  come  back  again.  That  is  not 
true.  Eighty-three  percent  of  the  increase  in  exports  to  Mexico 
since  1987  have  been  to  Mexico  and  have  not  been  coming  back  in 
the  form  of  products  back  to  America.  That  means  83  percent  of  the 
increase  has  been  real  jobs  to  exports  to  Mexicans.  That  is  good  for 
America. 

During  the  entire  postwar  era,  this  country  has  distinguished  it- 
self by  opening  trading  routes  with  countries  whose  workers  are 
much  poorer.  That  has  been  the  logic  behind  the  Kennedy  round, 
the  Tokyo  round.  It  is  not  only  advanced  nations,  but  we  have  led 
the  way  in  opening  trading  routes  to  lower-wage  nations.  What  has 
happened  as  a  result  of  that?  Our  wages,  our  benefits,  and  our 
jobs,  we  have  had  more  of  them;  their  wages,  their  benefits,  and 
their  jobs.  We  have  had  an  explosion  up  until  the  mid-1970's.  In 
the  1950's  and  1960's,  up  until  the  mid-1970's,  everybody  gained. 
What  happened  in  the  mid-1970's?  It  was  not  international  trade 
that  started  to  hurt  America's  blue  collar  workers;  it  was  that  in- 
creasingly the  demand  for  skilled  workers  started  to  set  in — tech- 
nology, most  profoundly. 

We  have  talked  about  this  before.  We  have  to  train  our  workers. 
We  have  a  choice  right  now.  This  committee  is  the  key  committee, 
and  I  look  forward — we  are  already  working  on  a  lot  of  these  is- 
sues, school-to-work  initiatives,  skill  standards,  hopefully  a  com- 
prehensive training  program,  improving  pensions,  improving  health 
care  for  American  worker.  We  are  doing  a  lot.  This  committee  is 
the  seat  of  a  lot  of  that  work. 
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But  we  cannot  hope  to  improve  middle  class  incomes  if  we  are 
pursuing  low  wages  and  competing  with  low  wages  around  the 
world.  That  is  not  the  goal,  and  that  is  not  the  direction.  Our  real 
competitors  are  high -wage  nations.  Our  real  competitors  include 
Germany,  where  in  the  former  West  Germany,  wages  are  60  per- 
cent higher  than  they  are  in  the  United  States. 

Recently,  I  was  talking  to  a  manufacturer,  the  CEO  of  a  company 
from  my  home  town  of  Boston.  He  was  telling  me  that  he  was 
going  to  move  his  factory,  and  he  was  going  to  develop  a  new  fac- 
tory for  a  special  kind  of  product  he  was  developing.  He  had  a 
choice — he  could  either  go  to  Southeast  Asia,  where  manufacturing 
wages  were  much  lower  even  than  in  Mexico,  or  he  could  stay  in 
Boston,  open  a  new  manufacturing  plant  in  Boston,  or  he  was  con- 
sidering going  to  the  former  West  Germany,  where  manufacturing 
wages  are  60  percent  higher  than  they  are  in  the  United  States  on 
average. 

And  when  I  asked  him,  "Where  have  you  decided  to  go?"  he 
looked  at  me  a  little  sheepishly  and  said,  "I  am  going  to  the  former 
West  Germany." 

I  asked  him,  "Why?" 

He  said,  "Because  when  you  count  in  the  skills  of  the  West  Ger- 
mans and  the  infrastructure,  it  pays  for  me  to  go  there." 

That  is  our  competition.  Our  competition  is  not  low-wage  nations. 
Our  competition  is  high-wage  nations  if  we  want  real,  high  middle- 
class  incomes.  That  has  been  our  competition  for  years,  and  we 
cannot  go  down  the  slippery  slope  of  worrying  about  trying  to  com- 
pete with  the  lowest-wage  nations  around  the  world.  That  is  not 
what  we  have  done  in  the  entire  Second  World  War  era. 

Let  me  talk  about  the  labor  side  agreement  for  a  moment.  This 
is  the  first  trade  agreement  of  all  the  trade  agreements  we  have 
ever  had  in  this  country,  all  the  trade  agreements  stretching  back, 
particularly  this  great  wave  of  trade  agreements  since  the  Second 
World  War,  in  which  we  have  agreed  to  open  trading  routes  with 
low-wage  nations,  much  lower  than  Mexico,  in  many  cases;  the  first 
one  where  we  have  any  leverage  at  all  over  their  working  condi- 
tions, health  and  safety,  child  laDor. 

Now,  we  still  have  section  301  authority  under  the  trade  laws. 
If  we  felt  that  American  workers  were  being  unfairly  disadvan- 
taged by  practices  that  were  unfair  by  internationally  accepted 
standards  of  labor  practices,  we  could  unilaterally  invoke  section 
301.  There  is  nothing  about  NAFTA  that  abrogates  that  section 
301  authority;  we  still  have  it. 

But  what  this  agreement  allows  us  to  do — and  Senator  Metzen- 
baum,  when  you  talked  about  all  of  those  steps,  that  is  intentional 
there,  because  it  gives  us  an  opportunity  to  shine  the  spotlight  of 
international  opinion  and  our  public  opinion  against  any  practices 
in  Mexico  that  we  may  find  and  they  may  find  are  really  lower 
than  what  their  expectations  and  their  aspirations  are  for  their 
workers.  We  can  consult,  we  can  inspect.  They  can  inspect,  they 
can  consult. 

I  might  add,  by  the  way,  that  often — not  nearly  as  often  as  one 
supposes,  one  hears  about  in  Mexico— but  we  are  not  completely  in- 
nocent. Our  workers  are  not  always  getting  the  health  and  safety 
that  they  are  entitled  to  under  our  laws.  We  are  trying  to  enforce 
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the  law  in  the  Department  of  Labor.  There  are  6  million  work- 
places around  this  country,  and  we  in  this  committee  will  be  work- 
ing with  you  on  trying  to  make  sure  that  our  workplaces  are 
healthier  and  safer. 

The  only  point  I  want  to  make  is  that  this  agreement  gives  us 
the  opportunity  to  influence,  to  the  extent  that  Mexico  needs  influ- 
encing, Mexican  opinion,  public  opinion  generally,  and  give  us  le- 
verage. There  is  no  trade  agreement  we  have  ever  had  that  pro- 
vided any  of  that  leverage.  And  again,  if  Americans  are  in  any  way 
disadvantaged,  we  still  have  section  301. 

Work  force  adjustment.  It  is  critically  important  that  any  Amer- 
ican workers  be  held  harmless.  My  judgment  is  that  there  are 
going  to  be  extremely  few  American  workers  who  might  be  dis- 
located as  a  result  of  NAFTA.  American  workers  right  now  are 
anxious.  Senator  Wofford  talked  about  that  anxiety.  Yes,  they  are 
anxious,  and  there  are  reasons  for  anxiety  even  though  jobs  are 
coming  back.  We  have  already  passed  the  one  million  mark  over 
the  last  8  months,  more  jobs  than  in  the  entire  previous  4  years. 
But  American  workers  are  still  anxious  because  most  American 
workers  are  on  a  downward  escalator  and  have  been  for  15  years 
in  terms  of  their  wages  and  benefits. 

They  are  also  anxious  because  once  they  get  off  the  job,  once  they 
lose  a  job,  the  duration  of  unemployment  is  much  longer  than  we 
have  seen  for  decades.  In  the  1970's,  it  was  only  about  11  percent 
of  our  unemployed  were  unemployed  for  more  than  6  months.  In 
the  1980's,  it  was  up  to  16  percent,  and  now,  20  percent  of  unem- 
ployed workers  in  the  United  States  are  unemployed  for  more  than 
6  months,  run  out  of  unemployment  insurance.  We  are  still  hoping 
that  Congress  will  reaffirm  our  belief  that  there  should  be  extended 
unemployment  insurance  for  those  workers,  and  Congress  hope- 
fully will  act  on  that. 

But  the  source  of  the  anxiety  should  not  be  foreign  trade.  It  is 
just  the  opposite.  Exports  mean  more  jobs  in  America.  There  is  not 
a  finite,  fixed  number  of  jobs  to  be  parcelled  out  around  the  world. 

We  opened  trade  unilaterally  with  the  Andes.  We  opened  trade 
unilaterally  with  Central  America.  We  opened  trade  unilaterally  all 
over  the  world.  What  is  the  result?  An  export  boom.  We  have  now 
a  $2  billion  export  surplus  with  South  America,  and  we  did  not 
even  get  anything  from  them  in  return. 

Work  force  adjustment  is  critical.  We  do  not  expect  very  much 
of  a  dislocation  effect  here,  but  in  order  to  absolutely  ensure  that 
there  is  no  dislocation,  and  American  workers  are  held  harmless, 
we  are  planning  until  we  have  a  comprehensive  work  force  security 
plan — and  we  have  talked  about  this  in  this  committee  already;  it 
is  absurd  these  days  that  you  have  individual,  small,  categorical 
programs  for  workers,  depending  on  why  they  lost  their  jobs,  and 
we  are  spending  30  percent  of  the  program  cost  trying  to  figure  out 
why  the  worker  lost  the  job  and  whether  the  worker  is  legislation— 
we  need  a  comprehensive  program,  but  until  we  get  a  comprehen- 
sive program,  tnere  does  have  to  be  a  bridge  in  place  to  hold  harm- 
less any  American  worker  who  conceivably  could  be  dislocated  be- 
cause of  NAFTA,  and  our  present  plan  is  to  amend  the  Trade  Ad- 
justment Assistance  Act,  but  put  in  the  very  best  of  EDWA  so  that 
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we  have  in  there  very  early  help  to  workers  in  terms  of  job  counsel- 
ing, job  search  assistance,  information  about  where  there  are  other 
jobs.  We  do  it  like  we  are  doing  with  the  military  base  closings 
now,  on  kind  of  a  "swat  team"  basis;  but  we  use  the  EDWA  author- 
ity with  a  sunset  provision.  EDWA  would  be  sunsetted;  this  would 
be  temporary.  It  would  not  be  a  permanent  entitlement.  This  would 
be  temporary.  And  then  we  would  have,  hopefully,  the  comprehen- 
sive program  to  be  put  in  its  place. 

Let  me  say  one  final  word,  and  then  I  will  stop.  The  President 
would  not  Be  supporting  NAFTA,  I  would  not  be  supporting 
NAFTA  and  the  side  agreements,  if  we  did  not  believe  that  it  was 
good  for  American  workers.  Our  entire  economic  program  is  pre- 
mised on  the  notion  that  we  need  better  jobs  and  more  jobs  and 
more  security  for  Americans.  But  we  cannot  turn  the  clock  back. 
We  must  not  turn  the  clock  back  and  try  to  put  up  walls  around 
America.  If  we  do  not  open  trading  routes  to  the  fastest-growing 
areas  of  the  world — Latin  America  and  Asia,  and  particularly  Mex- 
ico— we  will  be  hurting  American  workers,  not  helping  American 
workers. 

Let  us  recognize  the  anxiety  out  there.  Let  us  empathize  with 
American  workers  right  now.  Let  us  do  something  about  that  anxi- 
ety in  terms  of  helping  them  get  new  jobs,  ease  the  adjustment  to 
new  jobs—but  let  us  not  hurt  American  workers  by  cutting  off  this 
opportunity. 

Thank  you. 

[The  prepared  statement  of  Mr.  Reich  follows:] 

Prepared  Statement  of  Secretary  Reich 

Good  morning,  Mr.  Chairman  and  members  of  the  committee.  I  am  pleased  to  tes- 
tify before  you  on  the  North  American  Free  Trade  Agreement — better  known  as 
NAFTA— and  grateful  for  the  opportunity  to  declare  my  conviction  that  NAFTA  will 
prove  to  be  a  boon  for  America's  workers.  At  the  same  time,  I  hope  to  underscore 
that  reaping  the  fullest  benefits  of  this  historic  market  expansion  requires  two  fur- 
ther measures.  One  has  already  been  substantially  completed:  the  negotiation  of 
supplemental  agreements  on  labor  and  environmental  protection.  The  second  is  pro- 
gressing rapidly:  the  development  of  a  comprehensive  worker  adjustment  system  to 
ensure  that  no  worker  will  face  unaided  the  challenge  of  adapting  to  economic 
change,  whatever  its  cause,  and  a  transitional  program  to  assist  any  workers  who 
are  adversely  affected  by  the  Agreement  until  the  comprehensive  system  is  in  place. 

NAFTA  AND  JOB  GROWTH 

Let  me  begin  with  a  point  which  is  as  close  to  a  certainty  as  any  projection  pos- 
sibly can  be:  NAFTA  will  make  life  better  for  Americans.  I  say  this  in  full  recogni- 
tion of  my  role  as  Secretary  of  Labor — Secretary  of  the  American  Workforce — whose 
chief  responsibility  is  more  and  better  jobs  for  the  working  men  and  women  of 
America.  Indeed,  I  will  be  remiss  in  my  duties  if  I  fail  to  do  all  that  Ipossibly  can 
to  ensure  that  we  seize  this  chance  for  expanding  job  opportunities.  The  warnings 
of  some  well-amplified  alarmists  notwithstanding,  NAFTA  will  benefit  American 
workers. 

International  trade  is  not  a  zero-sum  game.  There  is  no  fixed  number  of  jobs  to 
be  parcelled  out  between  the  workers  of  the  United  States,  Mexico,  and  Canada  and 
the  rest  of  the  world.  Market  expansion  is  a  positive-sum  game  in  which  all  parties 
stand  to  gain.  America  has  played  this  game,  and  prospered  by  it,  throughout  her 
history.  We  are  poised  for  a  solid  payoff  with  our  very  next  move,  and  this  is  no 
time  to  leave  the  table. 

NAFTA  promises  to  be  an  especially  advantageous  move  for  us  because  our  mar- 
kets are  already  largely  open.  NAFTA  doesn't  so  much  open  the  US  market  to  Mexi- 
can goods  as  it  opens  the  Mexican  market  to  American  goods.  U.S.  tariffs  on  Mexi- 
can goods  average  only  4  percent;  Mexican  tariffs  on  our  products  average  10  per- 
cent— two  and  a  half  times  as  high.  Moreover,  customs  duties  on  merchandise  as- 
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sembled  with  American-made  components  in  the  "maquiladora"  assembly  plants  lin- 
ing the  southern  rim  of  the  border  area  are  charged  only  on  value  added  in  Mex- 
ico— typically  about  one  half  of  the  cost  of  the  product.  The  simple  fact  is  that  on 
this  side  of  the  border,  there  are  few  major  trade  barriers  left  for  NAFTA  to  knock 
down.  _^ 

The  tentative  opening  of  the  Mexican  market  already  implemented  by  President 
Carlos  Salinas  de  Gortari  and  his  predecessor  hint  at  the  gains  NAFTA  will  yield 
for  American  firms  and  workers.  Despite  substantial  remaining  barriers  against 
U.S.  goods,  the  Mexican  market  is  growing  so  quickly,  and  American  producers  are 
so  well-positioned  to  serve  it,  that  we  are  already  selling  far  more  to  them  than  they 
are  to  us.  From  1986  to  1992,  U.S.  shipments  to  Mexico  grew  from  $12.4  billion  to 
$40.6  billion.  Our  $5.7  billion  trade  deficit  in  1987  was  transformed  to  a  $5.4  billion 
surplus  in  1992. 

The  bulk  of  U.S.  exports  to  Mexico  is  for  consumption  in  the  Mexican  market,  and 
not  re-export  to  the  United  States.  In  the  last  5  years,  83  percent  of  the  growth  in 
U.S.  exports  to  Mexico  was  outside  the  maquila  sector.  In  1992,  "U.S.  exports  to 
maquiladoras  comprised  23  percent  of  the  total  U.S.  exports  to  Mexico,  compared 
to  32  percent  in  1987.  The  allegation  that  U.S.  exports  to  Mexico  are  mostly  for  re- 
export back  to  the  United  States  is  just  not  so. 

Exports  on  this  scale  translate  directly  into  jobs  for  American  workers.  Merchan- 
dise exports  to  Mexico  today  account  for  an  estimated  700,000  jobs.  And  these  are 
good,  high-skill  jobs.  Many  of  these  jobs  simply  would  not  exist  had  it  not  been  for 
the  228  percent  surge  in  merchandise  exports  to  Mexico  since  1986. 

It's  important  to  recognize  that  the  job  benefits  of  growing  trade  with  Mexico — 
even  prior  to  the  greater  growth  to  follow  the  implementation  of  NAFTA — are 
broadly  based,  occurring  across  geographic  and  sectoral  lines. 

Between  1987  and  1992,  48  of  the  50  States  increased  their  exports  to  Mexico. 
In  38  States  the  current  dollar  value  of  exports  more  than  doubled,  and  fully  half 
of  the  States  saw  shipments  to  Mexico  increase  threefold  or  better. 

When  Mexican  consumers  and  businesses  buy  more  U.S.  electronics  and  tele- 
communications equipment  made  in  California — a  category  of  exports  that  rose  by 
more  than  200  percent  between  1987  and  1992— the  workers  who  make  this  equip- 
ment gain  job  security.  When  Mexico  boosts  its  consumption  of  refined  petroleum 
products  from  Luisiana— as  it  did  by  about  200  percent  over  the  period— Luisiana 
refinery  workers  gain  job  security. 

This  pre-NAFTA  export  surge  has  also  been  broadly  shared  across  sectors  of  the 
U.S.  economy.  Between  1989  and  1992,  exports  to  Mexico  have  increased  in  industry 
after  industry,  from  automotive  (101  percent),  to  iron  and  steel  (110  percent),  to  tex- 
tiles and  apparel  (103  percent),  to  electronic  components  (51  percent). 

Our  trading  relationship  with  Mexico  has  paid  off  enormously  despite  relatively 
heavy  restrictions  on  the  flow  of  U.S.  products  into  the  Mexican  market.  Lifting 
those  restrictions— which  is  precisely  what  NAFTA  will  do — will  speed  the  creation 
of  U.S.  exportjobs.  As  the  Congressional  Budget  Office  concluded  in  its  July  1993 
analysis,  NAFTA  will  result  in  a  net  increase  in  U.S.  employment. 

In  addition  to  generating  more  jobs  in  the  United  States,  NAFTA  also  will  lead 
to  better  jobs.  Jobs  created  by  expanded  trade  typically  are  the  sorts  of  higher-wage, 
higher-skilled  jobs  on  which  the  future  of  the  American  workforce  depends.  We  sim- 
ply cannot  expect  to  sustain  a  prosperous  and  vibrant  middle-class  economy  by  com- 
peting with  the  rest  of  the  world  on  the  basis  of  low  wages  and  low  skills.  Unskilled, 
routine  jobs  already  are  vanishing  from  the  United  States — either  moving  to  places 
around  the  globe  whose  inhabitants  are  eager  to  work  at  wages  much  lower  even 
than  Mexican  wages,  or  being  supplanted  by  machines  which  can  do  the  work  at 
a  fraction  of  the  cost.  Our  economys  future — like  that  of  every  advanced  economy — 
depends  on  the  continued  creation  of  new  and  better  jobs,  fueled,  in  part,  by  exports 
to  lower-wage  nations  at  an  earlier  milepost  on  the  path  to  prosperity. 

Missing  the  boat  on  NAFTA  will  prevent  us  from  reaping  these  potential  gains. 
It  also  may  jeopardize  the  existing  trade  relationship  with  Mexico  that  we  have  so 
diligently  and  profitably  built  over  the  past  few  years.  If  we  fail  to  join  with  Mexico 
to  create  these  new  market  opportunities  on  both  sides  of  the  border,  we  can  expect 
that  Mexico  (like  most  countries)  will  seek  other  global  alliances. 

THE  SUPPLEMENTAL  LABOR  AGREEMENT 

Now  let  me  turn  to  the  North  American  Agreement  on  Labor  Cooperation  that 
will  accompany  the  basic  NAFTA  accord.  The  President's  early  support  of  NAFTA 
was  conditioned  on  the  development  of  additional  accords,  to  bolster  the  core  agree- 
ment's terms  in  the  areas  of  labor  and  environmental  standards  and  import  surges. 
Negotiations  over  the  side  agreements  were  concluded  in  August,  and  signed  by  the 
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President  on  September  14.  I  am  convinced,  as  is  the  President,  that  these  side 
agreements  strengthen  NAFTA  substantially. 

What  in  the  labor  side  agreement  has  advanced  the  Administration's  position  on 
NAFTA  from  conditional  to  enthusiastic  support? 

m  begin  with  a  vital  and  often-neglected  point:  The  historic  linkage  of  trade  and 
labor  issues  embodied  in  the  supplemental  agreement.  This  represents  the  first 
labor  agreement  negotiated  specifically  to  accompany  and  fortify  a  trade  agree- 
ment—the first  attempt  to  match  trade  and  investment  rules  with  a  more  inte- 
grated framework  for  labor  market  policies — the  first  attempt  to  manage  the  terms 
of  the  potential  change  in  labor  markets  brought  about  by  an  accord  between  the 
United  States  and  a  trading  partner. 

The  Supplemental  Agreement  satisfies  the  imperative  that  NAFTA  not  come  at 
the  expense  of  the  environment  or  at  the  expense  of  workers'  rights.  The  Agreement 
addresses  issues  such  as  protections  concerning  child  labor,  occupational  safety  and 
health,  minimum  wage,  and  industrial  relations. 

To  give  these  safeguards  force,  the  Supplemental  Labor  Agreement  was  developed 
around  three  fundamental  principles:  First,  enhanced  collaboration,  cooperation,  and 
information  exchange  among  the  three  countries.  Second,  increased  efforts  to  make 
explicit  and  highly  visible  each  country's  labor  laws  and  their  implementation. 
Third,  increased  use  of  effective  mechanisms  to  encourage  the  better  enforcement 
of  national  labor  laws. 

Perhaps  most  importantly,  these  principles  will  be  enforced  by  administrative 
bodies  and  mechanisms  with  teeth.  The  Agreement  creates  a  Commission  for  Labor 
Cooperation,  consisting  of  a  Council  and  a  Secretariat  and  supported  by  National 
Administrative  Offices.  Let  me  first  pledge  my  commitment,  as  Secretary  of  Labor, 
to  use  this  Supplemental  Agreement  to  protect  basic  worker  rights  and  then  de- 
scribe the  design  and  function  of  each  of  the  mechanisms  that  will  make  enforce- 
ment possible. 

The  Council,  composed  of  the  three  Cabinet-level  labor  officials,  will  be  the  gov- 
erning body  of  the  Commission.  It  will  have  a  broad  mandate  to  oversee  the  imple- 
mentation of  the  agreement  and  establish  priorities  for  cooperative  activities  on 
labor  issues,  including  occupational  safety  and  health,  child  labor,  benefits  for  work- 
ers, minimum  wages,  industrial  relations,  legislation  on  union  formation,  and  labor 
dispute  resolution.  It  will  also  facilitate  party-to-party  consultations. 

A  Secretariat  will  provide  technical  support  to  the  Council  and  will  prepare  peri- 
odic reports  on  a  wide  range  of  labor  issues,  including  labor  laws  and  their  enforce- 
ment, labor  market  conditions  such  as  average  wages  and  productivity,  and  training 
and  adjustment  programs.  The  Secretariat  will  be  headed  Dy  an  Executive  Director 
appointed  for  a  fixed  term  by  consensus  of  the  three  parties. 

National  Administrative  Offices  (NAOs)  will  be  appointed  by  each  country  to  serve 
as  a  point  of  contact  between  Commission  entities  and  national  governments.  NAOs 
will  consult  and  exchange  information  on  labor  matters.  Each  country  will  have  a 
right  to  determine  the  functions  and  powers  of  its  own  NAO  and  decide  upon  its 
staffing.  The  NAOs  will  serve  as  the  vehicle  for  the  public  in  each  country  to  ques- 
tion and  comment  upon  labor  practices  in  the  territories  of  the  other  parties. 

At  the  request  of  any  Party,  an  Evaluation  Committee  of  Experts  (ECEs),  will  be 
convened  to  examine  problems  concerning  the  enforcement  of  labor  laws.  ECEs, 
composed  of  independent  experts,  will  report  and  make  recommendations  on  each 
matter  as  it  is  treated  in  each  of  the  three  countries.  If  a  Party  believes  that  an- 
other is  demonstrating  a  persistent  pattern  of  failure  to  effectively  enforce  child 
labor,  occupational  safety  and  health,  or  minimum  wage  provisions,  a  Dispute  Set- 
tlement Panel  can  be  invoked.  This  Panel's  decisions  will  be  backed  by  the  potential 
imposition  of  fines  and  trade  sanctions. 

The  mechanisms  described  here  will  allow  us  to  enjoy  the  fruits  of  the  NAFTA 
accord  and  at  the  same  time  allow  us  to  protect  the  basic  rights  of  workers.  More- 
over, they  do  this  in  the  appropriate  way:  by  encouraging  voluntary  improvement 
and  enforcement  and  resorting  to  sanctions  only  as  a  last  resort.  But  make  no  mis- 
take, the  sanctions,  once  imposed,  have  teeth  and  will  produce  compliance  with  the 
terms  of  the  agreement. 

Before  leaving  my  discussion  of  the  supplemental  agreements,  I'd  like  to  point  out 
that  the  first  fruits  of  this  progressive,  collaborative  approach  to  labor  policy  are  al- 
ready apparent  in  President  Salinas'  announcement  that  Mexico  will  link  increases 
in  the  minimum  wage  to  gains  in  worker  productivity. 

This  commitment  was  demonstrated  on  October  3,  1993,  when  the  Mexican  gov- 
ernment, along  with  leaders  from  the  labor,  agricultural  and  business  sector,  re- 
newed the  voluntary  Pact  for  Stability,  Competitiveness  and  Employment  (PECE, 
or  "El  Pacto  ")  through  1994,  with  several  changes  to  improve  the  conditions  and 
wages  of  workers  in  Mexico.  The  new  Pacto  reiterates  Mexico's  commitment  to  in- 
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crease  the  real  minimum  wage,  effective  January  1  of  next  year,  at  the  rate  of  aver- 
age productivity  growth  for  the  Mexican  economy.  Minimum  wages  would  therefore 
be  increased  by  5  percent  (the  predicted  rate  of  inflation  for  1993)  plus  the  percent- 
age increase  in  average  productivity. 

The  new  Pacto  also  establishes  that  labor  and  management  should  negotiate  pro- 
ductivity bonuses  into  annual  adjustments  in  collective  bargaining  agreements. 
These  increases  will  be  over  and  above  cost-of-living  adjustments  that  compensate 
for  inflation. 

Finally,  legislation  will  be  submitted  to  the  Mexican  Congress  that  reduces,  retro- 
actively to  October  1,  1993,  tax  rates,  especially  for  lower  wage  workers.  Workers 
earning  the  minimum  wage  will  see  an  increase  in  their  disposable  income. 

WORKFORCE  ADJUSTMENT 

NAFTA  will  mean  more  jobs  and  better  jobs  for  American  workers.  It  remains 
true,  however,  that  despite  the  final  tally  of  job  growth,  some  Americans  face  the 
prospect  of  dislocation  as  a  result  of  the  changes  NAFTA  brings  about.  What  of 
those  Americans  who  find  their  jobs  at  risk?  How  do  we  respond  to  their  very  real 
anxieties? 

Let  me  make  four  crucial  points. 

First,  labor-market  pressures  resulting  from  NAFTA  will  not  come  as  a  sudden, 
sharp  shock.  The  major  changes  will  develop  gradually,  giving  us  time  for  adjust- 
ment. The  agreement,  it  must  be  remembered,  will  be  phased  in  over  a  decade. 
Workers  in  industries  which  have  been  most  sheltered  from  competition  will  see 
barriers  drop  in  stages,  not  all  at  once. 

Second,  a  supplemental  understanding  on  import  surges  provides  a  safety  mecha- 
nism to  give  some  breathing  room  if  the  pace  of  change  proves  too  disruptive  in  par- 
ticular cases. 

Third,  the  total  number  of  workers  put  at  risk  by  NAFTA  will  be  quite  small  rel- 
ative to  the  opportunities  generated  by  our  large,  rapidly  changing  national  econ- 
omy and  relative  to  the  total  amount  of  job  change  tnat  Americans  will  experience 
during  the  years  that  NAFTA  is  phased  in. 

Fourth,  and  perhaps  most  important,  this  Administration  fully  recognizes  our  ob- 
ligation to  ensure  that  no  citizen  bears  disproportionately  the  costs  of  changes  that 
benefit  us  all.  And  we  are  preparing  to  meet  that  obligation  with  a  comprehensive 
strategy  for  helping  workers  who  have  lost  their  old  jobs  find  new  ones. 

It  is  a  comprehensive  strategy  whose  motivation  and  effects  go  far  beyond 
NAFTA.  It  is  equally  relevant  to  our  challenge  of  scaling  back  weapons  production 
and  converting  to  a  productive  civilian  economy,  adjusting  to  the  unprecedented 
technological  changes  shaking  up  entire  industries,  adapting  to  the  downsizing  of 
major  corporations,  and  adopting  production  technologies  that  do  not  pollute  the  en- 
vironment. 

Each  of  these  structural  changes  will  benefit  us  as  a  nation.  Each  has  as  a  side 
effect  the  potential  dislocation  of  some  small  subset  of  workers  from  the  jobs  they 
now  hold.  But  for  every  single  person  out  of  work  and  their  families,  the  unemploy- 
ment rate  is  100  percent.  People  need  to  know  that  this  Administration  will  have 
policies  in  place  to  help  ease  the  transition  from  the  old  economy  to  the  new.  These 
policies  will  help  people  who  believe  their  jobs  may  be  at  risk  because  of  NAFTA— 
just  as  they  will  be  available  to  everyone  who  wants  to  or  has  to  change  jobs  in 
the  years  to  come. 

Within  the  next  few  months  we  will  propose  legislation  which  will  move  us  from 
a  system  that  simply  buffers  the  pain  of  unemployment  toward  a  system  that  speeds 
displaced  workers  into  re-employment. 

For  over  50  years,  we've  had  an  unemployment  insurance  system  premised  on  the 
notion  that  what  workers  need  most  is  some  income  assistance  during  economic 
downturns  (typically  lasting  no  more  than  6  months)  until  they  get  their  old  jobs 
back  in  the  same  company  or  industry. 

And  we've  had  a  scattershot  array  of  job  training  programs,  with  each  one  de- 
signed to  help  a  different  category  of  workers  who  lost  their  jobs. 

Unemployment  insurance  still  helps  people,  of  course.  And  particular  identifiable 
groups  of  workers  still  need  retraining.  But  given  the  huge  structural  changes  in 
the  American  economy,  this  old  system  has  become  a  band-aid  rather  than  a  cure. 
Lately,  we're  spending  more  than  $35  billion  a  year  just  keeping  people  financially 
intact  until  a  new  job  comes  along.  In  each  of  the  last  2  years,  the  Federal  Govern- 
ment spent  $12  billion  simply  extending  unemployment  benefits.  The  fact  is  that — 
with  or  without  NAFTA — more  and  more  Americans  need  to  find  new  jobs  in  new 
industries.  And  many  of  them  need  retraining  (often  long  term  retraining)  regard- 
less of  the  reason  they  lost  their  job. 
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As  a  first  step,  we  will  seek  to  identify  permanently  displaced  workers  early  on. 
We've  found  that  the  early  identification  of  dislocated  (versus  temporarily  laid-off) 
workers,  followed  by  early  readjustment  and  job-search  assistance  for  them,  cuts 
their  time  spent  unemployed — along  with  the  associated  costs  and  pain.  A  recent  re- 
view of  six  experimental  programs  that  linked  job-search  components  to  the  unem- 
ployment insurance  program  found  that  making  this  linkage  is  cost  effective. 

Our  re-employment  system  will  feature  universal  access  for  displaced  workers,  so 
that  the  help  they  receive  will  depend  on  what  they  need  to  get  a  new  job,  not  on 
the  reason  wny  they  lost  their  old  job.  Assistance  with  unemployment  insurance  and 
job  search,  counseling,  and  job  retraining  will  be  available  through  one-stop  centers, 
with  a  minimum  of  red  tape.  Training  will  be  offered  by  a  variety  of  providers,  with 
options  to  include  basic  skills  training,  literacy  and  numeracy,  and  occupational 
skills  training,  both  classroom  and  on-the-job.  States  will  be  allowed — and  encour- 
aged— to  develop  other  options  to  fit  the  particular  needs  and  priorities  of  their  citi- 
zens. 

A  fundamental  flaw  in  our  present  unemployment  compensation  scheme  is  that 
while  it  supports  people  who  are  unemployed  and  looking  for  new  work,  it  typically 
does  not  support  people  while  they  are  in  longer  term  training.  We  hope  to  elimi- 
nate this  flaw.  We  aim  to  provide  income  support  for  displaced  workers  who  need 
extended  retraining  and  are  making  satisfactory  progress  in  full-time  training  pro- 
grams. 

Finally,  it  is  worth  noting,  in  this  time  of  tight  budgets  and  eroded  faith  in  public 
institutions,  that  reinvented  government  is  a  hallmark  of  the  comprehensive  worker 
adjustment  system  I  have  described.  Just  as  our  private  sector  has  become  more  at- 
tuned to  serving  the  customer  quickly,  flexibly  and  efficiently,  so  must  our  public 
sector.  A  shiny  new  training  program  does  no  good  if  it's  giving  people  skills  that 
aren't  in  demand.  Filling  out  the  same  form  for  three  different  agencies  wastes  time, 
shortens  tempers,  and  undermines  confidence.  For  these  reasons,  accountable,  cus- 
tomer-driven, locally-based  ways  of  doing  the  public's  business  are  built  right  into 
the  ground  floor  of  the  our  system — not  tacked  on  as  an  afterthought. 

It  is  our  hope  and  expectation  that  the  comprehensive  reemployment  program  will 
be  enacted  early  next  year  and  take  effect  July  1,  1995.  In  the  interim  period,  be- 
tween the  effective  date  of  NAFTA  on  January  1,  1994,  to  the  beginning  of  the  new 
program,  the  Administration  is  committed  to  ensuring  that  workers  adversely  af- 
fected by  the  Agreement  be  provided  early,  effective,  and  comprehensive  adjustment 
assistance.  Such  assistance  will  be  provided  to  workers  who  lose  their  jobs  either 
because  of  an  increase  in  imports  from  Mexico  and  Canada,  or  a  shift  in  production 
by  a  worker's  firm  to  those  countries.  In  order  to  meet  our  commitment,  the  Admin- 
istration is  considering  additional  resources  to  provide  services  through  the  current 
adjustment  assistance  program  under  title  III  of  the  Job  Training  partnership  Act, 
or  alternatively  through  an  amendment  to  the  Trade  Adjustment  Assistance  Pro- 
gram. 

Under  either  approach,  the  Administration  will  ensure  that  such  assistance  incor- 
porates the  same  key  components.  These  include:  a  quick  determination  of  eligibility 
for  assistance;  the  immediate  provision  of  critical  rapid  response  and  basic  readjust- 
ment services  that  will  begin  the  adjustment  process,  including  the  provision  of  rel- 
evant labor  market  information,  counseling,  assessment,  and  job  search  assistance; 
and,  for  those  who  need  it,  skills  training  accompanied  by  income  support  that  will 
enable  workers  to  participate  in  such  training. 

This  array  of  services  foreshadows  the  approach  to  adjustment  assistance  that 
will  be  taken  by  the  comprehensive  program.  In  ensuring  that  NAFTA-impacted 
workers  have  such  services  available  as  soon  as  the  Agreement  takes  effect,  this 
transitional  program  will  provide  an  important  down  payment  on  the  systemic  re- 
form that  will  follow. 

CONCLUSION 

NAFTA  presents  a  jarring  disconnect  between  expert  opinion  and  the  public  de- 
bate. As  the  members  of  this  Committee  surely  know,  economists  like  to  disagree. 
Indeed,  for  a  great  many  economists,  disagreeing  is  both  their  profession  and  their 
hobby.  And  yet  it  is  difficult  to  find  more  than  a  handful  of  serious  economists  who 
dispute  the  claim  that  NAFTA  will  be  broadly  beneficial.  Lurid  scenarios  of  eco- 
nomic catastrophe  and  skyrocketing  unemployment,  whether  meant  cynically  or  in 
honest  error,  are  rooted  in  neither  evidence  nor  in  economic  principle.  Why,  then, 
do  such  empty  claims  echo  so  loudly  through  the  public  debate? 

I  believe  it  is  because  for  many  Americans,  general  anxieties  about  economic 
change  have  crystallized — erroneously,  to  be  sure,  but  perhaps  understandably — 
around  NAFTA,  as  a  prominent,  if  relatively  secondary,  symbol  of  change.  While 
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anti-NAFTA  hysteria  will  eventually  be  seen  as  groundless,  the  more  general  con- 
cerns about  Americans'  economic  futures  are  all  too  well-placed.  Since  the  1970s,  the 
real  wages  of  most  American  workers  have  persistently  declined.  The  average  real 
hourly  earnings  of  production  and  non-supervisory  workers,  mainly  non-college 
workers,  declined  by  10  percent  from  1973  to  1992  (and  by  nearly  9.5  percent  from 
1979  to  1992).  Real  wages  have  fallen  even  more  dramatically  for  young,  non-college 
workers.  In  fact,  the  percentage  of  year-round,  full-time  workers  not  earning  enough 
to  keep  a  family  of  four  out  of  poverty  increased  from  12.1  percent  in  1979  to  18 
percent  in  1990. 

The  job  market  is  also  growing  more  unstable,  leaving  an  increasing  number  of 
Americans  to  work  harder  for  lower  wages,  lower  benefits,  and  less  peace  of  mind. 
The  number  of  temporary  and  part-time  workers  continues  to  grow.  And  the  predict- 
ability of  cyclical  ups  and  downs  has  been  complicated  by  permanent  structural 
change.  Over  the  most  recent  recession,  permanent  layoffs  accounted  for  a  full  86 
percent  of  the  increase  in  job  losers.  We  can  and  we  must  address  these  sources  of 
anxiety.  But  retreating  from  trade — and  in  particular,  balking  at  the  opportunity 
NAFTA  presents — is  no  solution. 

Anxious  about  the  future  and  subject  to  so  many  sources  of  change  that  are  be- 
yond any  chance  of  control,  some  Americans  seem  to  hope  that  blocking  this  one 
source  of  change  subject  to  a  Congressional  vote — NAFTA — will  somehow  reverse 
the  tide  of  global  economic  evolution.  But  that  tide  of  change  is  pouring  in,  whether 
we  summon  it  or  seek  to  turn  it  back.  The  change  due  to  NAFTA  specifically  will 
be  a  mere  ripple  within  the  flood. 

The  question  is  not  whether  we  turn  back  the  rising  tide,  but  whether  it  ends  up 
lifting  our  prospects  or  gradually  submerging  them.  And  the  answer  to  that  question 
will  depend  on  our  readiness  to  cut  loose  the  anchors  that  tether  us  to  the  old  econ- 
omy, and  learn  to  navigate  in  the  new  economy.  The  choice  is  not  change  versus 
the  status  quo.  It  is  whether  we  choose  to  shape  the  inevitable  change,  or  opt  in- 
stead to  deny  it,  and  in  our  denial  define  ourselves  as  victims  rather  than  masters 
of  our  fate  in  the  global  marketplace. 

The  Chairman.  Thank  you  very  much,  Mr.  Secretary,  for  those 
comments. 

We  are  looking  forward  to  getting  additional  factual  information 
both  from  the  administration  and  others. 

Now,  let  me  talk  about  a  worker  up  in  my  part  of  the  country. 
We  have  6  percent  of  the  Nation's  population,  and  since  1988,  we 
have  lost  between  25  and  30  percent  of  the  jobs.  You  have  a  worker 
who  is  working  up  in  New  England,  and  he  says  we  are  going  to 
see  53,000  more  jobs  lost  in  Massachusetts  because  of  defense  con- 
version. We  hear  the  administration  talking  a  good  deal  about  how 
they  are  going  to  help  those  workers,  and  yet  they  do  not  see  very 
much  out  there.  You  are  going  to  train  people,  but  train  them  for 
what,  because  the  jobs  are  not  out  there. 

You  talk  about  the  increase  in  jobs  that  we  have  had  over  the 
period  of  recent  months,  and  most  of  those  jobs  have  been  in  the 
fields  of  health  care  and  restaurants,  and  part-time  jobs.  And  they 
are  saying,  "Spare  us  from  that  good  opportunity,  Senator.  Spare 
us  from  that  good  opportunity." 

We  do  not  even  see  the  administration  able  to  come  up  with  $1.7 
billion  for  unemployment  compensation  over  in  the  House  of  Rep- 
resentatives, and  you  are  going  to  have  to  have  $5.5  billion  in  ad- 
justment assistance  for  workers  over  the  period  of  the  next  4  years. 
You  are  going  to  have  to  have  between  $2.5  and  $3  billion  in  tariff 
losses.  You  are  going  to  have  to  add  another  $1.2  billion  in  terms 
of  training.  And  now  we  see  the  corporate  downsizing.  Not  only  do 
we  have  NAFTA  over  there,  but  we  have  corporate  downsizing.  We 
had  the  GE  plant  up  in  Pittsfield  swallowed  up  by  Martin  Mari- 
etta. Martin  Marietta  made  a  good  decision.  They  saved  that  plant, 
and  for  good  reason,  and  we  are  delighted — but  they  closed  down 
the  Burlington  plant.  And  that  is  happening  all  over,  not  only  in 
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Massachusetts,  but  all  over  New  England  and  all  over  the  country. 
So  we  have  this  corporate  downsizing  that  is  taking  place. 

The  backwash  in  terms  of  the  recession  just  is  not  producing 
those  jobs.  And  many  of  the  economists  who  say  they  support 
NAFTA  talk  about  the  downward  pressure  on  wages.  They  say, 
"We  are  for  it.  We  believe  you  may  get  another  100,000  or  200,000 
jobs,"  and  we  will  have  trie  opportunity  to  listen  to  them  later 
today. 

But  I  daresay  there  aren't  any  of  them  who  do  not  recognize  that 
you  are  going  to  have  downward  pressure  on  any  of  those  individ- 
uals who  today  continue  to  have  jobs — and  estimates  have  been  up 
to  $1,000  a  year  in  terms  of  that  pressure.  So  even  if  we  hold  onto 
our  jobs,  even  if  we  are  able  to  continue  to  export  maybe  to  Mexico 
to  help  make  those  plants  down  there — and  we  have  seen  an  ex- 
pansion of  exports  to  both  Mexico  and  Canada  in  Massachusetts  in 
recent  years,  in  the  higher-paid  jobs,  primarily  in  the  financial  and 
insurance  and  banking  industries,  all  of  whom  are  carefully  pro- 
tected and  additionally  protected — the  reason  why  not  more  of 
them  have  gone  down  there  is  because  now,  under  NAFTA,  they 
are  going  to  get  a  lot  more  protection  and  guarantees.  That  is  why 
they  are  going  to  go  down  there.  There  is  more  of  an  incentive  for 
them  to  go  down  there  now. 

Yet  many  of  us,  as  has  been  pointed  out  by  Senator  Metzenbaum 
and  others,  talk  about  the  real  failure  of  the  guarantees  and  pro- 
tections here  in  terms  of  our  workers.  So  this  is  a  tough  sell  up 
there,  and  people  have  a  right  to  expect  their  representatives  to 
ask  these  tough  questions. 

Many  of  us  are  interested  in  additional  kinds  of  trade.  As  you 
well  remember,  going  back,  when  you  talked  about  the  trade  ex- 
pansion act,  that  was  after  we  got  unemployment  down  from  7  per- 
cent to  less  than  4  percent,  so  workers  understood  that  they  had 
an  administration  that  was  really  interested  in  protecting  the  op- 
portunities— not  just  their  jobs,  out  the  opportunities  for  them  to 
work. 

Now,  how  do  I  answer  that  worker  in  any  one  of  100  plants  in 
my  State,  and  any  one  of  100  plants  throughout  the  States  of  New 
England? 

Secretary  Reich.  Mr.  Chairman,  I  think  you  answer  that  worker 
by  saying  that  this  country  has  a  choice,  and  it  is  a  choice  that  you, 
Mr.  Chairman,  have  articulated  so  well  in  the  past,  America's 
choice.  In  fact,  you  put  in  a  draft  bill  about  America's  choice.  What 
is  that  choice?  That  choice  is  higher  skill,  higher  wages,  or  lower 
skill  and  lower  wages. 

Why  is  it  that  German  wages  are  so  much  higher  than  American 
wages  right  now?  Is  it  because  Germany  is  a  wonderful  place  to  do 
business.  No.  German  wages  are  higher,  and  many  European 
wages  are  moving  higher  than  the  United  States  because  they  have 
skills.  They  have  an  entire  stratum. 

The  Chairman.  And  they  have  significant  unemployment  and 
very  important  recessionary  pressures,  even  with  those.  Listen,  I 
am  all  for  you  on  high  skills  and  high  wages.  Do  not  divert  me 
here,  because  I  agree  with  you  on  some  of  that 

Secretary  Reich.  But  I  think  that  it  is  very  tied  in.  There  has 
been  a  shift  in  demand  because  of  technology,  because  of  global 
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trade,  toward  higher  skills.  This  is  something  that  you,  Mr.  Chair- 
man, and  other  members  of  this  committee  have  been  struggling 
with  for  years,  and  we  are  going  to  be  working  with  you.  This  is 
the  essence  of  it.  It  is  not  because  of  low-wage  nations  like  Mexico 
that  people  are  losing  their  jobs. 

Look  at  what  happened  in  New  England.  New  England  had  an 
entire  textile  industry,  and  we  lost  it — I  say  "we,"  because  I  am  a 
New  Englander — we  lost  it  not  to  a  low-wage  Nation,  but  we  lost 
it  to  southern  States.  And  then  what  happened — those  southern 
States  began  losing  it  to  Southeast  Asia. 

You  cannot  hold  onto  industries  on  the  basis  simply  of  low  wages 
any  longer.  New  England  knows  that  better  than  anybody.  What 
we  have  to  do  is  talk  about  raising  the  capacities  of  tne  country — 
skills,  education,  infrastructure. 

Now,  you  talk  about  the  budgetary  constraints,  and  yes,  there 
are  budgetary  constraints.  But  we  as  a  nation  have  spent  $12  bil- 
lion a  year  over  the  last  2  years,  $25  billion  over  the  last  2  years 
in  total,  simply  providing  Federal  extended  unemployment  benefits, 
tiding  people  over  until  they  hopefully  got  their  old  jobs  back.  They 
are  not  getting  their  old  jobs  back.  Instead,  we  are  spending  $25 
billion  over  2  years,  simply  extending  unemployment  insurance. 

What  we  ought  to  be  doing  is  taking  a  small  fraction  of  that  and 
helping  people  get  the  new  jobs  and  building  those  new  jobs.  Again, 
what  you  see  in  other  countries  like  Europe  is  a  whole  stratum  of 
technical  jobs,  factory  technicians,  sales  technicians,  laboratory 
technicians.  We  tend  to  regard  the  college  degree  as  the  parchment 
that  separates  the  winners  from  the  losers,  and  as  a  result  we  have 
a  lot  of  good  college  jobs  coming  back.  But  as  you  said,  Mr.  Chair- 
man, most  of  our  jobs  that  are  coming  back  are  very  poor  jobs, 
poor-paying  jobs,  because  they  are  relatively  unskilled  jobs. 

The  School-to-Work  Opportunities  Act  is  a  step  in  the  right  direc- 
tion. But  let  us  not  close  off  trade  to  low-wage  nations.  That  is 
shooting  ourselves  in  the  foot. 

The  Chairman.  My  time  is  up.  We  will  try  to  follow  5-minute 
rounds  on  the  questions. 

You  made  some  comments  about  the  minimum  wage  which  I  am 
very  strongly  in  support  of,  for  people  who  work  in  America  40 
hours  a  week.  I  think  the  President  has  taken  an  enormously  cou- 
rageous stand  with  the  earned  income  tax  credit,  but  married  cou- 
ples with  one  child  still  do  better  under  minimum  wage.  I  think 
people  who  do  work  in  this  country  ought  to  be  able  to  get  a  mini- 
mum wage,  and  you  made  a  statement  on  this  yesterday,  and  I  just 
wonder  if  you  want  to  take  the  opportunity  to  clarify  what  you  may 
be  thinking  of  recommending,  or  whether  it  was  a  recommendation 
on  that,  because  there  has  been  some  question  about  it. 

Secretary  Reich.  Mr.  Chairman,  what  I  said  yesterday  was  that 
I  have  concluded  that  the  minimum  wage,  which  is  now  $4.25, 
which  adjusted  for  inflation  is  30  percent  below  what  it  was  in 
1968,  the  minimum  wage  could  be — I  say,  could  be — increased  up 
to  $4.75  without  adversely  affecting  employment.  That  is,  on  the 
basis  of  studies  that  I  have  read,  on  the  basis  of  data  I  have,  the 
minimum  wage  could  be  increased  up  to  $4.75  without  adversely 
affecting  employment. 
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I  have  not  yet  made  a  recommendation  to  the  President  on  what 
that  minimum  wage  should  be,  or  to  the  National  Economic  Coun- 
cil which  I  serve  on,  but  that  would  be  the  first  level  of  rec- 
ommendation, and  obviously  other  considerations  have  to  be  taken 
into  account,  like  making  sure  that  any  employer  cost  with  regard 
to  low- wage  workers  on  health  care  be  figured  in. 

The  Chairman.  So  that  might  very  well  be  included  in  the  pro- 
gram as  well. 

Secretary  Reich.  Yes. 

The  Chairman.  Thank  you  very  much. 

Senator  Kassebaum. 

Senator  Kassebaum.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  very  much  appreciated  your  strong  statement  re- 
garding why  the  North  American  Free  Trade  Agreement  is  impor- 
tant. I,  of  course,  agree  with  what  you  said,  but  you  say  it  in  a  very 
forceful  and  meaningful  way.  I  just  hope  that  people  who  are  yet 
undecided  are  listening  with  an  open  mind. 

The  chairman  mentioned  the  concerns  of  workers  in  Massachu- 
setts, and  I  would  just  like  to  ask  you  if  perhaps  NAFTA  has  be- 
come a  symbol  of  fear  about  job  security.  We  lost  250,000  manufac- 
turing jobs  last  year.  The  Washington  Post  reported  that  Wal-Mart 
is  a  larger  employer  than  all  three  automobile  manufacturers,  and 
many  of  those  are  part- time  jobs.  So  there  is  a  great  deal  of  uncer- 
tainty out  there,  and  I  think  NAFTA  has  become  a  symbol  of  that 
uncertainty.  And  yet  you  know  from  visiting  in  Kansas,  you  heard 
from  general  aviation  manufacturers  that  they  feel  strongly,  par- 
ticularly if  we  pass  general  aviation  product  liability,  that  the  mar- 
ket would  expand  significantly  with  the  passage  of  NAFTA.  And  I 
have  heard  it  from  other,  smaller  manufacturers  in  Kansas  as  well. 

I  would  like  to  ask  you  two  questions.  One  comes  from  a  com- 
ment of  one  of  my  colleagues  about  renegotiation.  I  have  heard  that 
as  well.  I  have  heard  it  from  some  in  the  farming  community  who 
say  they  really  do  not  want  it  to  fail,  but  they  would  like  it  renego- 
tiated. Is  that  an  option? 

Secretary  Reich.  I  do  not  believe  it  is  a  realistic  option,  Senator, 
because  politically,  President  Salinas  has  cast  a  great  deal  of  his 
political  fate — I  will  not  say,  because  I  do  not  want  to  be  presump- 
tuous enough  to  read  Mexican  politics — but  it  seems  to  me  the 
Mexicans  are  now  ready  and  poised  to  do  this.  I  cannot  guarantee 
that  they  will  be  ready  to  do  this  in  the  future. 

Remember,  they  are  taking  their  tariffs  down  two  and  a  half 
times  what  our  tariffs  are.  They  are  already  buying  $5.3  billion 
more  of  our  goods  than  we  are  buying  of  their  goods.  And  although 
they  are  ready  to  do  it,  they  also  have  pegged  the  minimum  wage — 
going  back,  Mr.  Chairman,  to  your  point  about  the  U.S.  minimum 
wage — I  wish  the  U.S. — I  will  not  say  this  because  I  will  be  mis- 
quoted if  I  say  it — but  they  have  pegged  their  minimum  wage  to 
increases  in  productivity.  And  I  should  also  add  that  their  average 
wages  since  1987  have  been  increasing.  Our  average  wages  since 
1987  have  not  been  increasing. 

So  they  are  ready,  they  are  willing,  and  they  are  able  right  now. 
I  cannot  guarantee  that  that  will  be  the  case  in  the  future. 

But  point  number  two  needs  to  be  stressed.  That  market  is  grow- 
ing so  quickly  that  it  seems  to  me  not  unlikely  that  another  trade 
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competitor  of  an  advanced  Nation  might,  if  we  do  not  ally  ourselves 
with  Mexico,  take  that  opportunity  and  create  a  trade  agreement 
with  Mexico  that  may  reduce  the  capacity  of  Americans  to  generate 
jobs  with  response  to  that  tremendously  growing  market  right  now 
in  Mexico. 

Senator  Kassebaum.  Senator  Harkin  mentioned  the  importance 
of  expanding  our  trade  with  the  rest  of  Latin  America  and  make 
it  very  much  a  dynamic  Western  Hemisphere  economy.  I  would  just 
suggest,  Mr.  Secretary,  and  I  would  like  your  thoughts,  that  if  this 
fails,  we  really  will  see  significant  setback,  I  would  argue,  with 
Uruguay  Round  and  with  GATT.  I  would  feel  that  that  could  not 
even  be  completed  successfully.  With  the  rest  of  Latin  America,  we 
would  be  viewed  as  an  unreliable  partner  and,  as  you  suggested, 
other  major  competitors  will  move  in. 

Is  that  not  a  down  side  as  well? 

Secretary  Reich.  That  would  certainly  be  my  fear.  Senator  Har- 
kin and  I  have  talked  about  Chile,  and  remember,  we  do  have  open 
trading  routes  now  with  the  Andean  Pact  and  the  Central  Amer- 
ican Pact.  We  did  that  unilaterally,  I  want  to  emphasize,  unilater- 
ally, without  asking  anything  in  return,  and  we  have  a  $2  billion 
surplus  now  with  that  part  of  the  world.  Again,  trade  is  good. 
There  is  not  a  fixed  number  of  jobs  to  be  parcelled  out  around 
North  America. 

Let  me  also  respond  to  your  point  about  job  anxiety.  I  do  believe 
that  NAFTA  has  become  a  lightning  rod  for  a  lot  of  the  anxieties 
that  are  out  there.  And  I  look  forward  to  working  with  you,  Sen- 
ator, and  with  other  members  of  this  committee  in  dealing  with 
those  fundamentals  in  terms  of  helping  Americans  prepare  for  the 
next  economy,  prepare  for  new  jobs,  and  easily  move  from  job  to 
job. 

These  are  features  that  are  not  now  available  to  Americans,  and 
I  think  that  if  we  had  that  kind  of  a  work  force  investment  system 
in  place,  which  we  are  beginning  to  build,  with  all  of  your  help  and 
aid,  that  we  would  reduce  that  kind  of  anxiety.  But  this  is  a  dis- 
placed source  of  anxiety. 

Senator  Kassebaum.  Thank  you.  I  think  my  time  is  about  up, 
but  in  answer  to  the  maquiladora  question,  there  is  a  piece  in  the 
Washington  Post  this  morning  that  says  those  involved  in  the 
maquiladora  really  fear  that  NAFTA  will  eliminate  the  whole 
maquiladora  trade  group  as  it  operates  there.  It  is  an  interesting 
piece  on  the  concern  of  those  who  have  been  involved  in  the 
maquiladora  production. 

Thank  you,  Mr.  Secretary. 

The  CHAmMAN.  Senator  Pell. 

Senator  Pell.  Thank  you,  Mr.  Chairman. 

Twice,  I  believe,  Mr.  Secretary,  you  cited  Germany,  which  has 
wages  even  higher  than  our,  and  based  it  on  productivity.  I  am 
wondering  if  perhaps  one  of  the  reasons  for  it  is  the  greater  labor 
stability  tney  have  there,  where  it  is  most  advanced  wnen  it  comes 
to  codetermination  of  the  different  countries  in  Europe.  And  as  you 
know,  we  do  not  have  it  at  all;  they  have  the  advantage  of 
codetermination,  with  labor  represented  on  boards  of  directors, 
making  their  views  known,  and  they  have  industrial  piece  and  jobs 
not  lost  by  labor  unrest. 
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What  would  be  your  reaction? 

Secretary  Reich.  Undoubtedly,  in  the  United  States,  we  face  a 
)roblem  in  that  right  now,  many  institutional  investors,  many 
arge  investors,  are  putting  pressure  on  American  companies,  even 
lealthy  companies,  to  use  the  butcher  metaphors  of  modern  man- 
agement, to  get  "lean  and  mean,"  to  "cut  to  the  bone,"  to  "get  rid 
of  the  fat."  This  often  means  a  lot  of  unemployment,  and  this  feeds 
the  very  anxieties  that  are  now  pervading  the  American  work  force. 

A  lot  of  evidence  we  have  suggests  that  that  is  not  a  wise  long- 
term  strategy  for  pension  funds  and  institutional  investors,  because 
if  companies,  instead  of  simply  cutting  payrolls,  invested  in  work 
force  training,  if  they  pushed  responsibility  downward  to  front  line 
workers,  if  tney  gave  workers  more  of  a  sense  of  connection  with 
the  company  in  terms  of  gain-sharing  or  profit-sharing,  and  per- 
haps other  forms  of  participation  as  you  are  suggesting,  those  all 
lead  to  higher  productivity,  and  that  kind  of  productivity  is  sus- 
tainable. It  is  not  the  kind  of  productivity  that  is  merely  a  one  shot 
in  the  arm  productivity  that  you  get  simply  by  cutting  payrolls. 

Senator  Pell.  You  did  not  answer  my  question.  My  question  was 
does  the  fact  that  they  have  just  about  complete  labor  stability 
have  an  impact  on  their  productivity  in  Germany? 

Secretary  Reich.  On  the  basis  of  data  I  have  seen,  there  is  a  re- 
lationship between  the  ability  and  willingness  of  firms  in  Germany 
to  invest  in  their  work  force  and  the  security  and  participation  of 
workers  in  those  firms.  But  the  caveat  I  would  sound — and  this  is 
a  caveat  that  the  chairman  mentioned  before — is  that  Germany 
and  Europe  are  in  no  ways  exact  models  for  us  because  their  rel- 
ative levels  of  unemployment  have  been  much  higher.  We  do  not 
want  to  do  anything  that  reduces  the  flexibility  of  the  American 
labor  market.  That  is  one  of  our  great  strengths.  Let  us  use  the 
best  of  them,  of  what  they  have  to  offer  us,  which  is  their  invest- 
ments in  their  workers,  bringing  their  workers  into  participation 
and  giving  their  workers  a  sense  of  responsibility,  gain-sharing  and 
profit-sharing.  Let  us  use  the  best  of  that,  but  let  us  avoid  the 
worst  of  what  Europe  has  to  offer,  which  is  inflexibility  with  regard 
to  labor  markets. 

Senator  Pell.  Forgive  my  pressing  this  point,  but  I  am  not  talk- 
ing about  just  in  the  workplace  itself;  I  am  talking  about  the  fact 
that  management  has  an  equal  number  of  seats  on  the  boards  of 
directors  is  a  factor  here,  and  that  is  what  really  is  meant  by 
codetermination.  And  my  specific  question  is,  is  this  a  maior  factor, 
or  is  this  a  factor  in  the  increased  German  productivity  that  we  do 
not  enjoy. 

Secretary  Reich.  On  the  specific  question  of  codetermination  in 
terms  of  equal  representation  on  the  boards,  I  will  have  to  get  back 
to  you,  Senator.  I  do  not  know  of  any  studies  that  link  that  directly 
to  productivity  improvements  in  Germany.  There  very  well  may  be, 
and  I  will  look  into  it  and  get  back  to  you  any  that  I  find. 
Senator  Pell.  Thank  you  very  much. 

One  other  question  on  a  different  subject.  New  England,  as  the 
chairman  has  pointed  out,  is  of  interest  to  this  committee,  and  we 
are  pretty  well-represented  here.  I  was  wondering  if  you  had  any 
thoughts  as  to  what  kinds  of  jobs  we  might  lose  and  what  kinds 
of  jobs  we  might  gain  under  the  NAFTA  program? 
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Secretary  Reich.  Well,  if  the  past  is  any  guide,  since  1987,  New 
England  has  gained  a  very  large  number  of  jobs — I  do  not  have  the 
figures  in  front  of  me — but  exports  to  Mexico  from  New  England 
have  substantially  increased,  and  those  jobs  have  been  primarily 
high-wage  jobs.  I  do  not  know  of  any  data  with  regard  to  jobs  in 
New  England  which  have  been  lost,  except  with  regard  to  certain 
agricultural  jobs;  there  are  livestock  and  poultry  jobs  that  have 
been  lost,  but  my  view  is  that  many  of  those  jobs  would  have  been 
lost  in  any  event.  But  with  regard  to  manufacturing,  manufactur- 
ing machinery,  textiles,  most  of  the  jobs  that  have  been  the  main- 
stay of  New  England,  there  has  been  job  loss  but  the  job  loss  can- 
not be  attributable  to  Mexico. 

Computer  exports  from  New  England,  exports  of  manufacturing 
machinery,  and  exports  of  other  high-technology  equipment  have 
increased  at  an  extraordinary  rate  over  the  past  5  years  to  Mexico, 
and  that  is  notwithstanding  the  very  high  tariffs  that  right  now 
exist,  preventing  New  England  goods  from  getting  into  Mexico. 
That  is  my  point.  If  you  got  those  tariffs  down,  there  would  be  less 
incentive  for  American  companies  to  have  to  go  to  Mexico  to  sell 
in  Mexico.  We  would  have  more  exports  from  New  England  as  well 
as  from  elsewhere  in  the  United  States. 

Senator  Pell.  Thank  you  very  much. 

The  Chairman.  Thank  you,  Senator  Pell. 

Senator  Gregg. 

Senator  Gregg.  Thank  you.  This  is  sort  of  a  strange  hearing  in 
that  as  I  look  across  the  aisle,  it  appears  as  though  the  support  on 
that  side  is  not  very  significant,  whereas  the  support  on  this  side 
is.  It  is  rare  to  have  a  member  of  the  Cabinet  up  here  advocating 
a  position  that  is  consistent  with  the  Republican  majority  on  this 
committee.  So  that  is  unique. 

Let  me  try  to  give  you  a  couple  of  softballs,  then.  [Laughter.] 
Pursuing  the  New  England  issue,  as  I  understand  it,  you  make  the 
point  that  the  present  tariff  on  American  goods  being  sold  to  Mex- 
ico is  two  and  a  half  times  the  goods  coming  to  the  United  States, 
and  we  are  still  running  a  surplus.  Most  of  the  New  England  goods 
that  are  produced  that  are  sold  into  Mexico  are  technology  goods 
or  other  high-value-added  goods.  I  presume  the  competition  for 
those  goods  does  not  come  from  Mexican  producers,  but  comes  from 
Japan  and  West  Germany  or  other  high-end  producers;  is  that  cor- 
rect? 

Secretary  Reich.  Yes,  it  is  correct.  And  indeed  that  under- 
scores— and  perhaps  this  is  the  essence  of  your  "softball" — that  un- 
derscores my  concern  that  if  we  do  not  solidify  those  trading  routes 
with  Mexico,  then  our  international  competitors  in  many  of  those 
goods  from  New  England  and  elsewhere  that  are  high -value-added 
may  be  coming  into  Mexico  from  West  Germany,  Japan,  other 
places  that  have  established  firmer  trading  connections  with  Mex- 
ico. 

Senator  Gregg.  So  logically,  if  we  reach  this  agreement  and  we 
level  the  playing  field,  and  we  knock  10  or  12  percent  off  the  tariff 
duty  of  products  made  in  New  England  going  into  Mexico,  those 
goods  are  going  to  have  a  10  to  12  percent  advantage  over  goods 
that  they  are  competing  with  from  Germany  and  Japan. 
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Secretary  Reich.  Yes,  particularly  inasmuch  as  those  goods  are 
already  being  sold  into  Mexico,  given  that  high  tariff.  In  other 
words,  they  will  have  that  extra  boost,  if  that  is  what  you  are  talk- 
ing about,  from  a  lower  tariff. 

Senator  Gregg.  Yes. 

Secretary  REICH.  But  I  want  to  go  even  beyond  that.  There  is 
some  evidence  that  American  companies,  in  order  to  sell  in  Mexico 
in  that  buoyant  market,  given  that  high  tariff,  have  had  to  open 
some  plants  down  there  which  they  would  not  have  had  to  open  if 
that  tariff  had  not  been  there.  They  would  rather  export  from  the 
United  States,  where  their  productivity  is  higher.  They  may  come 
back  to  the  United  States  when  those  tariffs  are  down. 

Senator  Gregg.  So  it  is  logical  that  we  will  have  at  least  a  10 
percent  advantage  over  our  competitors  in  Japan,  Germany,  or 
whatever  industrialized  Nation  we  are  competing  with,  for  the 
high-value-added  goods  that  are  coming  out  of  New  England,  and 
with  a  10  percent  advantage  where  we  are  already  doing  pretty 
well  in  the  marketplace,  one  presumes  we  are  going  to  expand  the 
market,  and  we  are  going  to  create  more  jobs  in  New  England.  Isn't 
that  just  a  pure  Yankee  common  sense  conclusion? 

Secretary  Reich.  I  do  not  even  think  it  is  limited  to  Yankee  com- 
mon sense.  [Laughter.] 

Senator  Gregg.  So  this  is  a  job  creator  for  New  England,  any- 
way; that  is  the  way  we  see  it,  or  I  see  it. 

Secretary  Reich.  Not  only  for  New  England,  Senator;  it  is  a  job 
creator.  Again  I  want  to  emphasize,  48  out  of  the  50  States  have 
experienced  rapid  export  growth  to  Mexico  not  withstanding — and 
let  me  underline,  notwithstanding— those  high  tariffs.  It  is  much 
harder  to  get  goods  from  the  United  States  into  Mexico  now  than 
from  Mexico  into  the  United  States.  Eighty-three  percent  of  that 
increase  has  been  goods  going  to  Mexico  that  will  never  come  back 
to  the  United  States.  These  are  not  maquiladora  goods,  these  are 
not  goods  that  are  simply  processed  and  come  back  in. 

Senator  Gregg.  Now,  if  we  do  not  have  this  agreement,  I  would 
also  presume  that  the  environmental  improvements  which  we  are 
hoping  for  along  the  Mexican  border  under  the  environmental  side 
agreement,  and  the  labor  improvements  in  the  standards  of  labor 
laws  that  will  be  subscribed  to  in  Mexico,  would  not  occur.  I  mean, 
there  would  be  no  incentive  for  them  to  occur.  If  you  do  not  have 
the  agreement,  then  what  is  the  point  in  making  the  changes, 

right? 

Secretary  Reich.  Exactly.  We  must  not  make  the  best  the  enemy 
of  the  better.  We  must  not  forget  that  right  now,  there  are  environ- 
mental problems  along  the  border;  right  now,  there  are  labor  issues 
with  regard  to  the  maquiladora.  That  will  continue.  What  this 
NAFTA  does  is  give  us  the  ability  to  influence  and  change  for  the 
better  those  circumstances  that  now  exist. 

Senator  Gregg.  And  without  it,  we  do  not  have  that  influence. 

Secretary  Reich.  Without  it,  we  have  no  leverage. 

Senator  Gregg.  Thank  you.  Were  those  questions  too  tough? 

Secretary  Reich.  I  managed.  [Laughter.] 

The  Chairman.  Senator  Metzenbaum. 

Senator  Metzenbaum.  Well,  I  will  continue  on  with  the  "softball" 
morning.  [Laughter.]  I  must  confess  that  I  never  thought  that  the 
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day  would  come  when  Robert  Reich  would  be  here,  and  a  number 
of  Democrats  would  be  taking  issue  with  some  of  his  positions,  be- 
cause so  many  of  us  have  been  long-time  friends  and  long-time  sup- 
porters. But  I  must  confess  that  on  this  one,  we  are  in  disagree- 
ment, as  you  well  know. 

You  made  the  statement  that  our  exports  are  exceeding  our  im- 
ports, and  we  have  a  surplus,  and  that  that  is  great.  I  agree  with 
that.  But  I  must  point  out  that  our  exports  in  the  main  have  been 
heavy  equipment,  going  down  to  Mexico  for  companies  to  manufac- 
ture products  and  send  them  back  to  the  United  States. 

With  respect  to  the  capital  goods— and  that  is  what  we  are  talk- 
ing about,  the  heavy  equipment  and  capital  goods — we  do  have  a 
surplus  of  exports,  $13.6  billion  as  against  $6.9  billion  in  imports. 
So  that  is  a  surplus  of  $6.7  billion.  But  with  respect  to  consumer 
goods,  we  are  running  a  substantial  deficit,  with  $4.4  billion  in  ex- 
ports compared  to  $6.7  billion  in  imports. 

So  as  a  consequence,  what  I  am  really  saying  is  that  this  surplus 
is  not  all  its  cracked  up  to  be.  It  is  there.  There  is  no  question  that 
General  Motors,  in  order  to  manufacture  its  cars,  is  sending  heavy 
equipment  down  there;  they  are  not  manufacturing  it  there.  And 
Ford  is  doing  the  same,  and  Chrysler  is  doing  the  same,  and  Gen- 
eral Dynamics,  and  Eaton  Corporation,  and  so  many  other  compa- 
nies. But  this  argument — that  our  exports  are  far  greater  than  our 
imports— does  not  really  make  a  very  strong  case,  because  so  much 
of  the  export  surplus  comes  from  sending  equipment  to  Mexico  to 
manufacture  products  for  sale  back  here  in  the  United  States. 
Would  you  care  to  comment  on  that? 

Secretary  Reich.  Yes,  Senator,  two  points.  No.  1,  it  is  terribly 
important  for  an  advanced  industrial  Nation  to  continue  to  be  on 
the  leading  edge  of  capital  goods  exports.  Capital  goods  exports  not 
only  pay  well,  but  capital  goods  exports  continue  to  evolve,  and 
that  machinery,  that  technology  continues  to  change. 

Japan  is  moving  and  continues  to  move  many  of  its  most  primi- 
tive and  basic  manufacturing  operations  to  Southeast  Asia.  Why? 
Because  Japan  wants  to  sell  higher-value-added  components  and 
capital  goods  to  Southeast  Asia.  That  is  where  Japan  is  going  to 
be  making  a  lot  of  its  money.  That  is  the  leading  edge  of  manufac- 
turing and  high-value-added  manufacturing  in  Japan.  The  same 
thing  in  West  Germany. 

If  we  are  not  in  the  lead  in  capital  goods  exports,  if  we  do  not 
know  how  to  develop  and  sell  that  technology,  we  are  going  to  fall 
behind  in  the  most  critically  important  sector  of  any  modern  econ- 
omy. Again,  there  is  not  a  fixed,  finite  stopping  place  to  the  devel- 
opment of  capital  goods.  Capital  goods  continue  to  develop,  and 
they  continue  to  generate  more  and  more  jobs. 

Point  number  two.  Although  capital  goods  do  comprise  a  big  por- 
tion of  those  exports  to  Mexico  we  continue  to  export  everything 
else.  I  was  looking  at  the  data  yesterday  on  several  southern 
States.  Many  southern  States  have  exports  surpluses  with  Mexico 
right  now  in  textiles,  because  the  demand  in  Mexico  is  greater  and 
greater. 

So  although  capital  goods  are  comprising,  as  I  would  hope  and 
expect,  as  any  advanced  industrial  country  would  hope  and  expect, 
comprising  a  larger  and  larger  percentage  of  our  exports,  because 
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that  is  what  an  advanced  industrial  country  ought  to  be  exporting, 
we  are  still  exporting  many,  many  other  goods,  and  we  have  a 
trade  surplus  in  many  of  those  other  goods. 

Senator  Metzenbaum.  But  we  do  not  have  a  trade  surplus  in 
consumer  goods.  We  have  a  deficit  there;  we  are  about  $2.5  billion 
short  as  far  as  consumer  goods  are  concerned.  We  only  have  a  sur- 
plus overall  by  reason  of  the  heavy  equipment  that  we  are  sending 
down  there.  And  I  agree  that  we  should  export  industrial  manufac- 
turing capacity,  but  the  fact  is  if  that  manufacturing  is  all  being 
done  in  order  to  send  finished  goods  back  into  the  United  States 
without  any  tariffs,  and  to  take  away  American  jobs,  then  I  think 
it  is  too  high  a  price  to  pay. 

Let  me  ask  you  about  the  labor  side  agreement.  I  am  frank  to 
say  I  find  NAFTA  itself  to  be  sufficiently  flawed  to  warrant  its  re- 
jection. But  in  addition  I  think  it  must  be  recognized  that  the  labor 
side  agreement  also  falls  far  short.  For  example,  there  is  nothing 
in  the  labor  side  agreement  committing  Mexico  to  raise  its  wages. 

Now,  when  the  Nations  of  Europe  were  trying  to  develop  the  Eu- 
ropean Community,  they  did  stand  back  long  enough  for  the  lower- 
paying  nations  to  bring  up  their  wage  levels  before  they  allowed 
them  to  join  the  European  Community.  But  we  are  moving  forward 
with  NAFTA,  and  there  is  nothing  to  give  us  any  assurance  that 
Mexico  is  going  to  raise  the  wages  to  a  level  comparable  to  the 
United  States. 

Secretary  Reich.  Senator,  two  points.  First,  since  1987,  average 
adjusted  for  inflation,  real  wages  in  Mexico  have  been  increasing. 
They  have  not  been  decreasing.  The  pattern  up  until  1987  was  a 
decrease,  but  they  have  taken  a  turn  for  the  increase  as  Mexico's 
market  has  boomed. 

Were  we  not  to  trade  with  Mexico,  were  we  to  close  off  or  at  least 
not  take  advantage  of  the  opportunities  in  Mexico,  there  is  less  as- 
surance that  the  increase  would  continue. 

No.  2,  President  Salinas  has  as  of  October  13th,  the  government 
and  the  labor  unions  have  entered  into  a  pact  which  would  link 
minimum  wages  to  productivity  improvements  as  well.  So  as  pro- 
ductivity has  improved,  we  have  seen  minimum  wages  go  up.  Now 
this  is  codified  in  Mexican  law  right  now;  it  has  the  force  of  law. 

So  that  you  have  a  situation  there  in  which  you  are  spreading 
the  benefits  right  now  and  have  already  been,  since  1987,  spread- 
ing the  benefits  of  that  economic  boom.  Now,  you  and  I  may  not 
like  the  income  distribution  that  Mexico  has  right  now;  we  may 
find  it  too  inequitable.  But  again  I  go  back  to  the  point  I  was  mak- 
ing before  with  Senator  Gregg — let  us  not  make  the  best  the  enemy 
of  the  better.  If  we  are  moving  in  the  right  direction,  if  they  are 
moving  in  the  right  direction,  if  NAFTA  helps  them  move  in  the 
right  direction  with  regard  to  labor,  with  regard  to  environment, 
with  regard  to  any  other  of  these  issues,  then  we  are  gaining 
ground. 

Senator  Metzenbaum.  Do  I  have  time  for  one  more  question,  Mr. 
Chairman? 

The  Chairman.  Yes. 

Senator  Metzenbaum.  Three  weeks  ago,  a  group  of  38  machin- 
ists went  to  Mexico  to  visit  the  maquiladora  zone  as  part  of  the 
Machinists  Union's  1993  industrial  conference.  Outside  a  plastics 
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plant  in  Tijuana,  their  bus  was  boarded  by  Mexican  officials,  who 
demanded  identification  and  then  directed  the  bus  to  an  isolated 
area  near  the  border.  These  officials  detained  the  study  group  for 
over  3  hours  without  offering  any  explanation.  After  they  were  fi- 
nally released,  they  were  told  that  they  had  been  detained  at  the 
direction  of  the  American-owned  plant  and  the  Mexican  Govern- 
ment. 

They  had  violated  no  law  but  were  detained  for  "discussing  inter- 
nal working  conditions  with  the  Mexican  workers." 

What  remedy  would  be  available  under  the  labor  side  agreement 
for  this  kind  of  gross  violation  of  these  workers'  civil,  human,  and 
labor  rights? 

Secretary  Reich.  Senator,  under  the  labor  side  agreement,  the 
Secretary  of  Labor  of  the  United  States  is  able  to  investigate,  com- 
mence an  investigation,  with  regard  to  any  alleged  violation  of 
labor  rights,  not  only  with  regard  to  health  and  safety  of  Mexican 
workers  or  child  labor  or  others,  but  also  with  regard  to  industrial 
relations — commence  an  investigation.  But  industrial  relations  is 
the  only  element  that  could  not  go  to  official  dispute  resolution  and 
final  sanction.  Every  other  element  could. 

But  in  terms  of  actual  investigating  and  shining  the  spotlight  of 
public  opinion  on  that,  we  would  have  much  more  capacity  than  we 
have  right  now,  and  that  is  the  issue — are  we  better  off  with  the 
agreement  than  we  are  right  now?  I  would  say  with  the  agreement, 
we  have — I  have  as  Labor  Secretary,  and  any  future  Labor  Sec- 
retary has  the  capacity  to  commence  an  investigation  and  to  gather 
facts  and  to  put  the  spotlight  of  public  opinion  on  other  kinds  of 
offenses.  We  do  not  even  have  that  capacity  right  now. 

Senator  Metzenbaum.  You  could  have  discussions,  but  no  real 
ability  to  do  anything  about  it.  You  could  talk,  but  that  is  all  you 
could  do. 

Secretary  Reich.  Well,  Senator,  we  do  not  have  a  labor  clause. 
In  no  trade  agreement  we  have  in  the  United  States  do  we  have, 
inside  that  trade  agreement,  any  protections  for  foreign  workers  as 
of  right  now,  with  any  country — and  we  have  many  trade  agree- 
ments with  many  countries  where  you  and  I  would  agree  that  the 
working  conditions  are  far  worse  than  they  are  in  Mexico. 

The  advance  here  is  that  we  finally  in  this  agreement  have  lever- 
age to  affect  those  working  conditions  in  Mexico.  This  is  unusual. 

Now,  with  regard  to  protecting  American  workers,  again  I  want 
to  stress  that  we  continue  to  have  section  301  authority.  The  ques- 
tion we  ought  to  be  addressing  is:  Is  this  a  step  forward  from  what 
we  have  right  now?  I  would  say  unambiguously,  it  is.  Is  it  the  best? 
No,  it  is  not  the  best.  But  the  issue  before  us  is  not  relative  to  the 
best.  It  is  relative  to  the  status  quo.  This  is  an  advance,  a  major 
advance,  relative  to  the  status  quo. 

The  Chairman.  Senator  Simon. 

Senator  Simon.  Thank  you,  Mr.  Chairman. 

First,  I  want  to  apologize  both  to  this  witness  and  to  the  other 
witness.  I  must  go  over  to  the  floor  to  handle  the  Walter  Dellinger 
nomination. 

I  have  been  spending  a  lot  of  time  reading  conflicting  surveys 
and  projections  as  to  what  would  happen.  One  of  my  conclusions 
is  there  tends  to  be  an  exaggeration  both,  with  all  due  respect,  on 
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the  part  of  the  proponents  and  the  opponents  in  terms  of  its  effect. 
But  one  thing  is  fairly  clear  to  me,  and  that  is  that  whether  this 
is  approved  or  not,  the  demand  for  unskilled  labor  and  the  average 
wage  of  unskilled  labor  is  going  to  continue  to  decline  in  our  coun- 
try, and  we  are  going  to  have  a  growing  underclass  whether  this 
is  approved  or  not. 

I  think  one  of  the  things  that  worries  a  great  many  people  is  that 
we  are,  for  example,  the  only  Western  industrialized  country  with 
one-fifth  of  our  children  living  in  poverty.  Whether  this  is  approved 
or  not,  there  has  to  be  some  kind  of  government  jobs  program  to 
lift  people  at  the  bottom  in  our  society.  We  cannot  continue  just  to 
push  people  down  to  the  bottom  economically  and  not  provide  some 
hope  and  some  lift  for  them. 

That  is  getting  off,  perhaps,  into  another  area,  but  I  think  when 
the  President  talks  about  the  need  for  welfare  reform,  the  best  kind 
of  welfare  reform  we  could  have  would  be  a  real  jobs  program,  a 
modified  WPA,  if  you  would,  that  recognizes  that  our  conditions  are 
very  different  today.  But  I  think  that  trend  is  going  to  continue, 
ana  on  the  basis  of  what  I  have  read  at  this  point,  I  tend  to  think 
the  impact  of  this  tends  to  be  exaggerated  on  both  sides,  both  by 
proponents  and  opponents. 

Secretary  Reich.  Senator,  if  I  have  said  something  today  that 
you  or  any  member  of  the  committee  feels  is  an  exaggeration,  I 
apologize.  I  have  tried  to  be  as  frank  and  as  direct  as  I  possibly 
can  and  base  it  on  the  data  that  I  have  seen. 

With  regard  to  your  point  on  the  real  issue  facing  America,  I 
could  not  agree  more.  One  thing  that  disturbs  me  about  this  debate 
over  the  North  American  Free  Trade  Act  is  that  it  is  in  a  sense  a 
sideshow;  it  is  a  deflection  of  the  thing  we  ought  to  be  debating 
about.  When  one  out  of  every  five  American  18-year-olds  is  func- 
tionally illiterate,  when  one  out  of  four  does  not  graduate  from  high 
school,  when  one  kid  out  of  five  is  in  poverty  in  this  country,  we 
have  got  a  tremendous  problem  in  terms  of  the  future  capacity  of 
our  country  to  generate  real,  good  jobs  in  an  international  economy, 
which  is  increasingly  a  high-technology  economy. 

Even  if  we  put  a  border  around  the  United  States  and  prevented 
ourselves  from  trading  with  anybody — which  would,  incidentally, 
be  a  disaster — but  even  if  we  did  that,  those  low-skill  jobs  would 
still  be  falling  off  the  ladder  because  technology  would  be  replacing 
them.  You  are  absolutely  right. 

Senator  Simon.  Thank  you,  Mr.  Secretary. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Senator  Harkin. 

Senator  Harkin.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  you  have  said  a  couple  of  times  that  in  all  of  the 
trade  agreements  we  have  with  other  countries,  we  do  not  have 
agreements  concerning  labor  provisions,  workers'  rights,  minimum 
wages,  and  matters  like  that.  But  this  is  different.  This  is  a  free 
trade  agreement.  Those  other  countries  that  we  have  trade  agree- 
ments with  are  trade  agreements,  but  they  are  not  totally  free 
trade  agreements,  where  it  is  envisioned  that  after  a  certain  point 
in  time,  all  barriers  are  removed.  I  think  this  is  unique  in  that  re- 
gard that  it  is  a  free  trade  agreement. 
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So  I  think  we  have  to  start  looking  at  it  differently.  We  cannot 
say  that,  well,  just  because  we  have  not  before,  we  cannot  now. 

Secretary  Reich.  Senator,  two  points.  First,  for  all  intents  and 
purposes,  particularly  with  the  maquiladora  region,  we  do  have  a 
free  trade  agreement.  It  goes  in  and  comes  back  essentially  duty- 
free. With  regard  to  other  goods  coming  in  from  Mexico,  we  have 
a  4  percent  tariff,  which  again  you  might  say  is  still  a  tariff,  and 
yes  indeed,  it  is  still  a  tariff,  but  again,  as  a  practical  basis,  that 
4  percent  does  not  dramatically  change  any  business'  competitive 
strategy  with  regard  to  where  tney  locate  or  what  they  do. 

My  point  is  that  every  advance  toward  free  trade  in  the  postwar 
era,  whether  you  are  going  from  a  20  percent  tariff  down  to  15  per- 
cent, or  from  a  10  down  to  a  6,  or  from  a  4  down  to  a  zero,  you 
are  advancing  the  cause  of  free  trade,  you  are  making  it  easier  for 
goods  to  cross  borders,  incrementally  easier.  This  is  the  first  time 
that  we  have  actually,  in  that  trade  agreement,  put  some  instru- 
mentalities in  there  to  affect,  leverage,  an  improvement  in  the  en- 
vironment and  in  working  conditions  for  another  Nation. 

I  am  not  saying  it  is  bad  to  do.  I  think  it  is  very  good  to  do.  I 
think  it  is  an  excellent  step.  I  think  it  is  important.  I  want  to,  how- 
ever, emphasize — let  us  not  make  the  best  the  enemy  of  the  better. 

Senator  Harkin.  In  the  past,  when  we  have  facilitated  free  trade 
and,  as  you  say,  the  increased  movement  of  goods  across  borders, 
for  the  most  part  that  has  been  done,  obviously,  since  World  War 
II,  and  it  was  done  in  a  framework  where  nations  and  the  business 
sector  in  those  nations  invested  their  capital  in  those  nations  to 
manufacture  or  process  products  that  then  were  sold  across  bor- 
ders. 

It  has  only  been  of  late,  within  the  last  20  years — and  accelerat- 
ing more  within  the  last  dozen  years — where  we  have  seen  the 
flight  not  only  of  capital  but  of  the  production  facilities  themselves 
from  one  country  to  another.  That,  again,  I  think  is  more  acute 
than  what  it  was  right  postWorld  War  II  during  the  great  surges 
of  the  1950's  and  the  1960's.  It  has  accelerated  tremendously. 

And  again,  we  never  had  this  phenomenon  before  where  capital 
would  flee,  where  corporate  decisions  were  made  to  just  take  a 
plant  and  move  it  to  another  country.  This  is  a  rather  recent  phe- 
nomenon. 

So  I  think  that  our  trade  laws  and  our  trade  agreements  have 
to  reflect  that.  And  I  think  that  we  have  spent  too  much  time,  too 
much  emphasis,  in  our  trade  negotiations — and  this  is  what  both- 
ers me  about  NAFTA,  the  down  side  of  it  for  me,  and  why  I  did 
not  vote  for  fast-track — we  have  spent  so  much  of  our  time  and  ef- 
fort protecting  capital,  guaranteeing  capital  in  trade  agreements, 
but  nothing  protecting  labor  or  workers'  rights  in  the  agreement  it- 
self. 

In  the  agreement,  for  example,  NAFTA  guarantees  repatriation 
of  profits,  dividends,  capital  gains,  guarantees  convertibility,  guar- 
antees against  expropriation,  full  compensation  for  expropriation. 
So  again,  there  are  a  lot  of  enforcements  right  in  NAFTA  for  cap- 
ital, but  none  for  the  rights  of  working  people  and  for  labor. 

So  I  ask:  Why  is  that?  One  of  the  reasons  we  are  in  the  situation 
we  are  in  in  this  country  today  is  because  for  the  last  20  years,  and 
again,  accelerating  over  the  last  dozen  years,  we  have  taken  too 
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much  from  labor  and  given  too  much  to  capital,  and  we  have  an 
imbalance  here.  And  when  I  say  "taken  from  labor  "  I  do  not  mean 
just  in  low  wages,  but  I  mean  in  retraining  and  all  those  things  to 
keep  labor  up  at  a  high  skill  level.  We  just  have  not  invested 
enough  in  labor  in  this  country. 

Again,  why  is  it  okay  to  have  in  a  trade  agreement  all  these  pro- 
visions that  guarantee  capital,  but  nothing  to  provide  guarantees 
for  labor? 

Secretary  Reich.  Senator,  first  of  all,  you  are  absolutely  correct 
that  direct  investment  has  been  increasing — nations  taking  their 
plants  and  going  to  other  nations.  That  has  been  increasing.  But 
right  now,  today,  there  is  nothing  stopping  an  American  company 
that  wishes  to  set  up  in  the  maquiladora  that  was  seeking  low- 
wage  workers  to  get  back  into  the  United  States  with  low-wage 
products;  they  could  do  that  today.  An  American  company  that 
wants  to  get  into  the  rapidly  growing  Mexican  market,  however,  is 
much  more  likely  today  to  try  to  overstep  that  huge  tariff  by  build- 
ing a  factory  in  Mexico  in  order  to  get  into  that  Mexican  market 
than  that  American  firm  would  have  to  do  if  we  could  get  those  tar- 
iffs down. 

In  other  words,  by  getting  the  tariffs  down,  we  reduce  the  incen- 
tive on  the  part  of  American  firms  to  build  a  factory  in  Mexico  in 
order  to  reach  that  Mexican  market.  We  have  a  lot  of  foreign  coun- 
tries that  are  now  investing  in  the  United  States,  putting  up  plants 
and  factories  in  the  United  States.  I  think  that  is  fine.  If  BMW  and 
Mercedes  want  to  come  to  the  United  States  and  build  automobile 
factories,  that  is  fine. 

The  issue  we  face  in  an  increasingly  integrated  world  market  is 
what  is  the  capacity  of  our  people  to  add  value.  That  is  the  deter- 
mining source  of  their  future  standard  of  living,  which  gets  back 
to  skins.  I  am  with  you  300  percent  in  terms  of  the  importance  of 
building  the  skills  of  American  workers,  but  I  suppose  where  we 
part  company  is  in  what  I  take  to  be  your  perceived  worry  that 
American  plants  are  going  to  somehow  go  down  there  to  a  greater 
degree  than  they  are  already  going  down  there  if  we  take  down 
that  tariff  wall.  It  seems  to  me  tne  argument  is  exactly  the  reverse. 

Senator  Harkin.  Mr.  Secretary,  it  is  not  just  taking  down  the 
tariff  walls.  It  is  all  these  other  guarantees.  Now,  let  us  face  it — 
most  of  the  plants  that  have  gone  to  Mexico  have  been  big  compa- 
nies. They  have  a  lot  in  back  of  them  so  that  if  something  happens, 
if  there  is  expropriation,  if  they  cannot  convert,  problems  like  that, 
well,  they  might  be  able  to  write  the  losses  off  because  they  are  big 
enough.  The  smaller  companies  cannot. 

It  is  not  bringing  down  the  tariffs,  but  it  is  all  of  the  guarantees 
that  are  in  NAFTA,  so  the  company  now  says,  "I  do  not  have  to 
worry  about  that.  I  do  not  have  to  worry  about  all  those  things.  I 
can  go  down  and  build  a  plant  now  and  be  assured  of  profits,  divi- 
dends, capital,  no  expropriation,  convertibility — all  of  the  things 
that  bothered  me  and  that  I  had  to  be  concerned  about  before."  Nor 
do  I  have  the  prospect  that  perhaps  the  Congress  sometime  might 
decide  to  raise  tariffs.  We  cannot  do  that  now  with  this  agreement; 
we  would  not  be  able  to  do  that.  It  would  be  out  of  our  hands.  So 
there  would  be  all  these  guarantees  for  smaller  businesses  now  to 
invest  in  Mexico.  That  is  another  concern  of  mine. 
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Secretary  Reich.  But  again  let  me  stress  that  we  have  in  this 
agreements— you  say  we  do  not  have  anything  for  workers — we 
have  something  for  workers  on  both  sides  of  the  border.  For  work- 
ers south  of  the  border,  we  have  for  the  first  time  the  ability  to  le- 
verage— maybe  not  get  everything  for  those  workers,  but  we  have 
the  ability  to  influence  those  labor  policies,  we  have  the  ability  to 
ultimately  use  sanctions,  but  also  along  the  way  get  consultation, 
have  inspections,  have  the  spotlight  of  public  opinion  on  worker 
practices,  which  right  now  can  avoid  the  spotlight  of  public  opinion 
and  avoid  all  investigation. 

No.  2,  in  this  country,  we  are  going  to  hold  any  worker  harmless 
who  may  be  dislocated  because  of  the  training  and  also  because  of 
the  dislocated  worker  program. 

No.  3,  we  are  going  to  create  more  jobs  for  workers  in  this  coun- 
try because  we  are  going  to  have  more  exports  to  Mexico  given  the 
trajectory  that  exports  have  already  been  on. 

Senator  Harkin.  But  Mr.  Secretary,  where  are  we  going  to  get 
the  money  for  that?  I  chair  the  appropriations  subcommittee  that 
funds  these  programs;  I  cannot  even  get  enough  money  now  for  job 
training.  So  where  is  the  money  going  to  come  from? 

Secretary  Reich.  Well,  with  regard  to  the  Trade  Adjustment  As- 
sistance Amendments,  our  expectation  is  that  that  cost — again,  as- 
suming that  we  provide  the  best  of  those  EDWA  benefits  and  take 
care  of  any  worker  whom  we  estimate  might  be  adversely  af- 
fected— and  again,  we  think  there  are  very,  very  few — would  prob- 
ably be  in  the  neighborhood  of  $100  million  a  year  relative  to  the 
other  costs  that  we  have  to  endure,  with  regard  to  lost  tariff  reve- 
nues— and  by  the  way,  I  think  this  is  an  important  investment  for 
the  country — I  think  that  is  relatively  small. 

I  have  my  eye  on,  and  I  think  you  do  as  well,  the  creation  of  a 
much  more  comprehensive  program  for  dislocated  workers  regard- 
less of  cause.  Again  I  want  to  emphasize  the  great  winds  of  change 
that  are  affecting  the  American  work  force,  from  corporate 
downsizing,  from  international  trade,  broadly  conceived,  from  tech- 
nology change,  from  defense  downsizing.  NAFTA  dislocations  are  a 
tiny,  tiny  fraction,  potentially,  of  those  great  dislocations.  We  have 
got  to  get  something  in  place  for  all  American  workers. 

We  have  already,  hopefully — hopefully — budgeted  within  the 
foreseen  caps  over  the  next  5  years  on  the  appropriations  side  a 
program  which  I  believe  is  going  to  do  a  lot  for  American  workers. 
We  are  still  going  to  need  some  more  money,  and  we  will  be  talking 
about  that,  and  I  am  going  to  be  coming  around  hat  in  hand.  But 
it  seems 

Senator  Harkin.  I  would  be  glad  to  fill  the  hat,  but  where  are 
we  going  to  get  it  from?  We  have  these  budget  caps  and  discre- 
tionary caps  and  so  on. 

Secretary  Reich.  We  will  talk.  I  need  your  help,  Senator. 

Senator  Harkin.  And  I  need  yours. 

The  Chairman.  The  Senator's  time  has  expired. 

Senator  Wofford. 

Senator  Wofford.  Thank  you,  Mr.  Chairman. 

Mr.  Secretary,  I  am  concerned  with  the  same  issue,  fundamen- 
tally. Free  trade  in  the  abstract,  in  most  economists'  theory,  is  in 
the  long-term  interest  of  the  country,  but  for  our  families  and  com- 
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munities  in  Pennsylvania  and  in  this  country,  job  losses  are  not  ab- 
stract; they  are  very  real.  It  seems  to  me  the  theory  of  free  trade 
per  se  which  is  embodied  in  this  agreement  needs  modification.  It 
is  inadequate — at  least  I  am  asking  you  now  as  a  man  of  theory 
and  a  teacher — aren't  you  concerned  that  applying — I  mean,  Sen- 
ator Hollings  points  out  that  as  Governor  of  South  Carolina,  he 
spent  a  lot  of  time  attracting  companies  from  Pennsylvania  and 
elsewhere  to  go  to  South  Carolina  because  labor  costs  were  less, 
and  they  seemed  to  assure  that  there  would  be  no  union  organiza- 
tion. My  first  job  as  secretary  of  labor  and  industry  was  trying  to 
keep  one  such  company  from  moving  to  South  Carolina  on  the 
grounds  there  were  no  unions  down  there,  and  we  succeeded. 

But  don't  we  need  something  in  our  theory  that  is  more  than  iust 
the  plant  closing  law,  the  60  days'  notice  in  which  there  is  a  duty 
now  to  try  to  take  some  action  to  look  at  the  needs  of  the  commu- 
nity and  the  workers  and  see  if  there  is  not  some  alternative  for 
our  electronics  company  in  Warren,  PA  closing,  250  jobs  in  a  little 
community,  and  moving  to  Mexico.  It  seems  to  me  our  theory  is  not 
adequate  to  the  problem,  and  this  treaty  seems  to  me  to  predomi- 
nantly reflect  the  abstract  theory,  without  enough  of  an  addition 
that  puts  weight  on  our  communities.  It  is  for  capital  flitting  where 
it  is  most  attractive  to  go,  but  gives  inadequate  attention  to  our 
communities  and  our  workers. 

Secretary  Reich.  Senator,  you  and  I  agree  on  98  percent — or  is 
it  99  percent,  Senator  Harkin,  as  well — of  the  work  force  agenda 
with  regard  to  Congress  and  the  administration. 

Senator  Wofford.  Indeed. 

Secretary  Reich.  There  is  nothing  theoretical  about  a  shift  to- 
ward free  trade.  We  have  evidence,  hard  evidence,  over  the  last  45 
years.  We  have  evidence  that  as  the  United  States  pioneered  free 
trade  in  the  postwar  era,  with  many  nations,  most  nations  whose 
wages  were  far  below  American  wages,  we  pioneered  the  entire 
postwar  system  of  free  trade,  embracing  the  worlds  of  free  nations, 
the  first  worlds,  and  the  third  world.  As  we  did  that,  we  brought 
benefits  around  the  world  and  benefits  to  ourselves.  There  is  noth- 
ing theoretical  about  that  history.  That  is  history,  and  that  is  fact. 

We  have  done  it  in  Latin  America.  We  have  done  it  in  Central 
America.  We  have  done  it  with  the  Andean  Pact.  We  have  done  it 
without  asking  anything  in  return.  We  have  done  it  without  any 
provisions  with  regard  to  labor  or  the  environment.  We  have  done 
it  again  and  again  and  again,  and  we  have  created  export  jobs  in 
the  United  States,  and  we  have  created  good  jobs  abroad. 

The  history  of  the  postwar  era  is  a  history  of  success  with  regard 
to  the  American  leadership  in  free  trade.  What  we  are  now  facing 
is  a  crossroads.  NAFTA  has  become  a  symbol  of  America  at  that 
cross  roads.  The  question  we  face  is  whether  we  are  going  to  con- 
tinue on  down  that  same  path. 

Now,  I  agree  with  you,  we  need  to  do  much  more.  We  need  to 
ensure  that  American  workers  are  better  able  to  add  value  to  this 
increasingly  integrated  world  economy.  We  have  got  to  make  sure 
we  have  better  training  programs  and  education  is  better.  We  have 
got  to  make  sure  we  have  a  program  that  eases  the  adjustment  of 
workers  from  one  job  to  the  next,  and  I  look  forward  to  working 
with  all  of  you  on  tnis. 


42 

But  the  answer  is  not  to  take  a  path  that  we  have  not  taken  be- 
fore and  to  turn  our  backs  on  opportunities  that  are  right  at  our 
doorstep. 

Senator  Wofford.  Don't  we  need  to  do  more  to  provide  incen- 
tives for  companies  to  stay  in  communities,  instead  of  following  the 
cheapest  labor  to  either  another  State  or  to  another  country? 

Secretary  Reich.  Well,  I  as  a  New  Englander  have  seen  compa- 
nies leave  and  go  to  South  Carolina;  you  mentioned  that  you  in 
Pennsylvania  saw  the  same  thing.  And  many  of  those  companies 
that  have  gone  south  have  continued  their  trek  to  Southeast  Asia. 
My  point  is  that  we  cannot 

Senator  Wofford.  Do  we  just  let  it  happen,  laissez-faire? 

Secretary  Reich.  We  cannot  hold  onto  companies  artificially  if 
low  wages  is  the  central  strategy  with  which  we  are  developing  our 
industrial  base.  If  we  try  to  artificially  hold  onto  low-wage  compa- 
nies, what  happens  is  we  have  another  company  in  another  country 
that  is  utilizing  low-wage  workers,  and  then  we  have  to  put  up  a 
tariff  barrier  or  protection  to  protect  our  low-wage  workers,  and  we 
end  up  shooting  ourselves  in  the  foot  because  that  means  our  con- 
sumers cannot  get  access  to  any  of  those  goods. 

No— the  real  choice  we  face  is  a  choice  that  the  chairman  and 
many  of  you  have  been  talking  about  for  several  years,  and  that 
is  a  choice  between  lower  and  lower  wages  and  lower  and  lower 
skills,  or  higher  and  higher  wages  and  higher  and  higher  skills. 
That  is  the  choice. 

This  issue  we  are  not  talking  about — not  taking  advantage  of  a 
potential  opportunity  here  for  exports — it  seems  to  me  is  emblem- 
atic of  a  choice  that  we  simply  must  make,  but  not  make  in  a  way 
that  hurts  ourselves.  We  have  to  continue  in  the  direction  we  have 
been  going  in.  Otherwise,  we  are  going  to  have — well,  the  logical 
implication  here  is  that  if  we  go  down  this  road  and  try  to  protect 
low-wage  jobs  from  the  rest  of  the  world,  we  have  to  protect  and 
protect  and  protect  and  protect. 

Senator  Wofford.  I  see  the  gains  to  the  multinational  corpora- 
tions whose  profits  will  be  greater  if  they  go  to  another  country.  I 
am  not  forgetting  the  pains,  however,  to  communities  when  that  is 
the  strategy. 

Secretary  REICH.  But  communities  in  this  country  are  already 
enduring  a  great  deal  of  pain.  If  your  question  is  should  we  come 
up  with  some  way  of  reducing  the  mobility  of  companies  to  take 
better  account  of  the  pain  that  they  are  causing  when  a  major  com- 
pany in  a  particular  community  simply  leaves,  without  any  ac- 
counting to  that  community  of  the  pain  it  is  causing,  leaving  the 
f>ublic  both  at  the  State  and  local  and  perhaps  even  the  Federal 
evel  to  pick  up  the  pieces  vis-a-vis  unemployment  insurance,  ex- 
tended unemployment  insurance,  welfare,  and  everything  else,  I 
think  that  that  is  an  interesting,  and  I  would  like  to  pursue  that 
with  you,  but  I  do  not  believe  that  that  is  a  question  that  in  any 
way  suggests  that  NAFTA  is  the  wrong  direction  to  go  in. 

Senator  Wofford.  A  point  of  disagreement. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you,  Mr.  Secretary. 

There  have  been  questions  raised  about  the  301  sanction  for  the 
violation  of  basic  rights  to  join  a  union,  collective  bargaining,  and 
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strike,  and  whether  that  is  not  a  violation  of  NAFTA.  I  think  the 
CRS  has  reached  the  conclusion  that  it  is.  I  know  you  maintain 
that  it  is  not.  I  think  we  ought  to  try  to  get  some  clarification  and 
greater  detail  on  that.  It  is  enormously  important,  and  all  of  us 
have  heard  from  the  administration,  and  ultimately  we  have  got 
301.  I  am  not  going  to  take  the  time  now  to  get  into  the  past  record 
of  301  and  what  has  happened  to  it,  but  I  think  we  need  to  at  least 
try  to  get  that  question,  to  the  extent  we  can,  more  easily  resolved. 
Secretary  Reich.  Yes. 

The  Chairman.  If  you  could  give  us  a  note  on  that  in  response. 
We  will  leave  the  record  open  for  other  questions. 

Senator  Harkin.  Mr.  Chairman,  could  I  just  have  30  seconds? 
The  Chairman.  Yes. 

Senator  Harkin.  Secretary  Reich,  you  are  a  great  thinker,  and 
I  mean  that.  I  have  very  high  respect  for  your  intellectual  abilities. 
I  still  want  to  know  the  answer  to  this  question:  Why  is  it  permis- 
sible, why  is  it  all  right  to  include  in  a  trade  agreement  protections 
and  guarantees  for  capital,  but  not  all  right  to  do  the  same  for 
labor?  Is  there  an  inherent  assumption  that  capital  is  important, 
and  labor  is  not,  that  somehow  they  are  not  two  sides  of  the  same 
coin?  Again,  I  do  not  need  the  answer  now,  but  I  wonder  why  we 
have  not  thought  about  that  in  the  past. 

Secretary  Reich.  Well,  there  are  protections  in  the  trade  agree- 
ment for  labor 

Senator  Harkin.  In  the  side  agreements. 
Secretary  Reich.  In  the  side  agreements. 

Senator  Harkin.  But  I  mean  in  the  agreement  itself,  there  are 
protections  for  capital. 

Secretary  Reich.  Well,  the  side  agreements  would  be  incor- 
porated into  the  main  agreement.  That  is,  it  would  be  submitted 
as  one  piece  of  legislation. 

The  President  did  not  feel  that  the  original  agreement  was  ade- 
quate to  protect  the  environment  and  to  protect  labor,  but  now  that 
we  have  the  side  agreements,  we  do  have  a  package  that,  in  the 
view  of  the  administration,  is  adequate  to  support. 

Senator  Harkin.  But  the  sanctions  and  the  dispute  resolution  in 
the  agreement  in  terms  of  capital  are  much  more  immediate  and 
swift  and  sure  than  they  are  for  labor.  For  labor  it  is  a  long, 
drawn-out  process  that  maybe  will  never  get  resolved. 

But  again,  it  is  the  idea  that  labor  protections  had  to  be  nego- 
tiated on  the  side  rather  than  right  in  the  trade  agreement  itself. 
It  is  a  philosophical  question. 

The  Chairman.  We  will  leave  the  record  open  for  other  ques- 
tions, and  we  thank  you  very  much,  Mr.  Secretary.  I  think  this  has 
been  a  very  important  and  useful  opportunity  to  raise  a  lot  of  these 
issues  and  questions.  Speaking  for  myself,  I  am  enormously  im- 
pressed by  your  own  desire  and  the  President's  to  invest  in  workers 
and  centers  in  the  private  sector  and  to  do  the  kinds  of  things  that 
are  needed  for  front  line  workers,  who  are  well-trained  and  in- 
volved in  important  decisionmaking  and  at  high  wages,  to  compete 
internationally.  When  you  talk  about  that,  you  are  talking  from  a 
solid  record  from  commitment  not  only  before  us  in  this  committee, 
but  in  terms  of  your  whole  life's  experience,  so  that  adds  a  great 
deal  of  credibility— but  obviously,  a  lot  of  questions  remain. 
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I  want  to  thank  you  very  much  for  being  with  us  this  morning. 
We  are  very  grateful  to  you. 

Secretary  Reich.  Thank  you. 

The  Chairman.  We  welcome  the  opportunity  to  have  with  us  an 
old  friend  of  this  committee,  Tom  Donahue,  who  has  been  an  elo- 
quent and  forceful  spokesman  for  working  men  and  women  in  this 
country  and  internationally.  He  has  been  a  good  friend  to  many  of 
us,  and  we  value  very  much  his  willingness  to  come  here  and  speak 
frankly  and  candidly  about  the  concerns  of  working  men  and 
women. 

Tom,  we  are  delighted  to  have  you  here,  and  we  look  forward  to 
your  comments. 

STATEMENT  OF  THOMAS  R.  DONAHUE,  SECRETARY-TREAS- 
URER, AMERICAN  FEDERATION  OF  LABOR  AND  CONGRESS 
OF  INDUSTRIAL  ORGANIZATIONS,  WASHINGTON,  DC,  AC- 
COMPANIED BY  MARK  ANDERSON,  DIRECTOR,  AFL-CIO  TASK 
FORCE  ON  TRADE 

Mr.  Donahue.  Thank  you  very  much,  Mr.  Chairman.  You  are 
kind  and  generous,  and  I  appreciate  it. 

I  am  Tom  Donahue,  secretary-treasurer  of  the  AFL-CIO,  and  I 
am  accompanied  by  Mark  Anderson,  the  director  of  the  AFL-CIO 
Task  Force  on  Trade. 

We  appreciate  the  opportunity  to  offer  our  views.  We  have  a 
statement,  Mr.  Chairman,  which  has  been  submitted,  which  sum- 
marizes the  Federation's  position  on  NAFTA.  Let  me  just  offer 
some  comments,  if  I  may. 

I  start  by  noting  that  while  I  acknowledge  a  quite  superior  posi- 
tion of  authority  and  cede  a  superior  position  to  Secretary  Reich 
and  to  President  Clinton,  I  do  not  cede  any  moral  ground  to  them. 
So  I  open  by  saying  that  President  Kirkland  and  I  and  the  whole 
of  the  AFL-CIO  would  not  oppose  this  agreement  if  we  thought  it 
was  good  for  America. 

We  do  not  propose  building  walls  around  America,  we  do  not  pro- 
pose "turning  back  the  clock.  And  I  just  note  that  I  ask  you  to  con- 
sider that  the  consideration  of  this  treaty  is  not  a  question  to  be 
dismissed  as  understandable  anxieties  of  American  workers.  The 
question  before  the  Congress  is  an  agreement  which  has  the  poten- 
tial of  merging  two  economies  and  two  work  forces  whose  dispari- 
ties are  enormous,  and  the  agreement  does  nothing  to  address 
those  disparities. 

The  President  has  said  that  the  debate  about  NAFTA  is  a  debate 
about  whether  or  not  we  embrace  change.  I  submit  that  the  ques- 
tion is  not  whether  we  change  or  whether  we  stagnate;  it  is  a  ques- 
tion of  whether  or  not  we  have  a  Government  which  ought  to  be 
capable  of  shaping  change  so  that  it  benefits  the  majority  of  our 
citizens,  not  just  powerful  elites. 

Trade  and  investment  relationships  ought  to  be  structured  so 
that  the  benefits  of  economic  activity  are  spread  as  widely  as  pos- 
sible. In  ignoring  that  imperative,  NAFTA  represents  the  most  re- 
cent manifestation  of  trickle-down  economics,  coupled  with  reliance 
on  the  free  market,  as  the  only  path  to  economic  progress.  It  has 
not  worked  over  the  last  12  years,  and  it  will  not  work  now. 
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What  is  at  stake  is  not  more  or  less  trade  with  Mexico,  but  rath- 
er the  nature  and  the  quality  of  that  trade.  As  it  is  written  and 
presented,  NAFTA  contains  no  provisions  against  the  further 
deindustrialization  of  the  American  economy;  there  are  no  protec- 
tions against  the  transfer  of  our  technological  edge;  there  are  not 
counter-incentives  to  massive  transfers  of  investment  and  produc- 
tion to  Mexico — indeed,  there  are  incentives  for  all  of  those 
things — and  there  are  no  protections  for  Mexican  workers  to  help 
ensure  that  they,  and  not  just  their  employers,  might  reap  benefit 
from  increased  investment. 

Tiiere  is  no  doubt  that  the  U.S.-based  multinational  corporations 
would  benefit  from  NAFTA.  The  U.S.  as  a  whole,  however,  stands 
to  lose  a  great  deal. 

Ultimately,  the  NAFTA  argument  comes  down  to  a  very  simple 
one:  All  things  being  equal,  increased  international  commerce  re- 
sults in  greater  general  prosperity. 

I  share  Senator  WofFord's  view  that  that  general  proposition  even 
ought  to  be  reexamined,  and  I  do  not  accept  the  measure  over  the 
last  45  years,  which  begins  with  the  period  when  we  controlled  half 
of  the  industrial  capacity  in  the  world,  is  a  legitimate  measure  for 
the  progress  of  free  trade,  and  that  given  that  performance  over  at 
least  the  initial  30  years  of  that  period,  we  should  continue  forever 
pursuing  those  theories,  which  may  not  fit  in  today's  world,  and  I 
would  submit  do  not. 

The  wage  rates  arguments  are  familiar  to  you.  The  average  hour- 
ly rate  for  American  manufacturing  workers  is  $16.17;  the  average 
rate  for  Mexican  workers  is  $2.35.  The  average  rate  for  the  largely 
American-owned  maquiladoras  in  Mexico  is  $1.64.  So  the  American 
companies  who  ought  to  be  the  saviors  of  the  Mexican  worker  and 
the  Mexican  economy  are  paying  70  cents  an  hour  less  than  the 
Mexican  companies  or  other  companies  in  Mexico  are  paying.  It 
would  not  commend  them  to  me  as  a  savior  if  I  were  a  Mexican 
worker. 

There  has  been  discussion  of  our  exports  to  Mexico,  almost  end- 
less discussion.  The  fact  is  that  our  exports  to  Mexico  of  consumer 
and  agricultural  products  account  for  19  percent  of  the  total;  60 
percent  has  been  in  capital  goods  and  another  16  or  18  percent  is 
in  the  intermediate  product  that  gets  turned  around — by  one  set  of 
numbers.  If  you  measure  total  export  numbers,  you  are  probably 
talking  closer  to  40  percent  of  intermediate  products  sent  into  Mex- 
ico, turned  around  in  the  maquiladoras  and  sent  back  to  the  United 
States. 

We  do  not  believe  that  Mexico  is  a  huge  market  for  U.S.  exports, 
and  NAFTA  is  not  going  to  make  it  so.  We  do  believe  that  it  is  a 
low-wage  production  location  for  U.S.  factories.  The  current 
NAFTA  was  not  designed  to  change  that  fact  but  rather  to  expand 
upon  it. 

Clearly,  it  was  stated  to  be  by  President  Bush,  and  it  was  ac- 
knowledge by  President  Clinton,  that  this  is  really  an  effort  to  in- 
crease and  protect  U.S.  investment  in  Mexico.  And  the  agreement 
meets  that  test  with  flying  colors. 

Our  testimony  cites  the  difficulties  in  the  individual  sectors  of 
automotive,  apparel,  land  transport,  and  has,  I  think,  a  rather  in- 
teresting section  on  the  responses  of  American  businessmen  to  a 


46 

Wall  Street  Journal  survey,  saying  that  yes,  indeed,  given  the  op- 
portunity, a  good  number  of  them  would  move  to  Mexico,  and  a  fair 
percentage,  24  percent,  said  it  was  likely  they  would  use  the  threat 
of  job  loss  to  Mexico  to  bargain  down  the  wages  and  benefits  of 
U.S.  employees.  The  Wall  Street  Journal  said  it. 

We  have  cited  in  our  testimony  and  have  argued  ad  nauseam 
that  we  ought  to  take  a  look  at  the  European  Community  and  at 
the  progress  that  it  has  made  in  bringing  about  the  rational  inte- 
gration of  disparate  economies,  providing  assistance  to  the  lowest 
of  those,  providing  development  funds,  taking  30-odd  years  to  put 
together  economies,  and  suggested  that  we  should  not  start  that 
process  from  the  rear  end,  which  is  what  we  are  doing  with  the 
NAFTA. 

The  arguments  for  and  against  the  NAFTA,  I  submit,  have  been 
debated,  and  they  are  probably  far  too  well-known  to  most  in  this 
room  for  there  to  be  a  need  for  me  to  repeat  them  at  length.  I  offer 
only  the  conclusions  that  we  State. 

NAFTA  if  passed  would  cost  American  about  half  a  million  jobs 
over  the  next  10  years,  at  a  minimum.  Some  of  those  jobs  will  be 
replaced  by  an  expanded  export  of  capital  goods  in  the  early  years. 

NAFTA  if  passed  would  exert  a  continuing  downward  pressure 
on  U.S.  wages  and  conditions  as  wages  in  a  merged  labor  market 
seek  their  own  level,  that  is,  the  lowest  level  at  which  an  ample 
supply  of  labor  is  available. 

NAFTA  if  passed  would  further  reduce  U.S.  manufacturing  and 
the  U.S.  cities'  and  States'  tax  bases  and  force  reductions  in  public 
services. 

NAFTA  if  passed  would  encourage  the  diversion  of  foreign  invest- 
ment from  the  U.S.  to  Mexico. 

NAFTA  if  passed  would  result  in  an  increase  in  illegal  immigra- 
tion over  the  short  to  medium  term.  And  I  would  offer  you  the  con- 
clusions offered  in  a  study  issued  yesterday  by  Philip  Martin  on 
migration  and  NAFTA,  and  his  estimate  that  in  the  next  10  years, 
NAFTA  would  likely  increase  illegal  immigration  by  100,000,  and 
he  then  goes  on  to  State  his  belief  that  in  the  15-,  20-,  to  25-year 
range,  it  would  reduce  illegal  immigration. 

NAFTA  will  cost  the  United  States  $2.5  billion  in  foregone  tariff 
revenues  in  the  next  5  years,  $6  billion  over  a  10-year  period. 

The  administration  is  still  toying  with  us  about  a  NAFTA-specific 
trade  adjustment  assistance.  The  Secretary  stated  this  morning  it 
is  being  considered.  We  know  nothing  about  what  the  price  tag  for 
any  such  program  would  be,  although  the  Secretary  I  believe  said 
yesterday  at  the  Press  Club  that  it  would  be  $100  million.  That  is 
a  rather  small  program. 

NAFTA  is  a  bad  deal  for  America.  It  is  bad  public  policy.  It  is 
a  wrong-headed  approach  to  enlarging  trade  and  removing  trade 
barriers  between  two  nations  with  such  different  economies  and 
such  different  levels  of  development.  It  is  a  course  pursued  in  the 
face  of  the  contrary  wisdom  of  the  European  Community  and  its 
dealing  with  Turkey,  Spain,  Greece  and  all  of  the  others. 

To  address  for  a  moment  the  labor  side  agreement,  the  labor  side 
agreement  is  precisely  that — it  does  nothing  to  address  the  central 
issues  of  wages,  of  labor  rights,  and  of  collective  bargaining  rights. 
In  the  face  of  the  history  not  just  of  nonenforcement  of  Mexican 
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regulation,  but  a  history  of  Government  involvement  in  denying 
workers  collective  bargaining  rights  and  maintaining  low  wages 
particularly  in  the  maquiladora,  the  side  agreement  on  labor  issues 
an  enforceable  process,  essentially  dealing  only  with  occupational 
health  and  safety,  minimum  wage  payments,  and  child  labor. 
Those  three  issues  come  into  an  enforcement  process — a  process,  I 
would  note,  that  at  its  extreme  could  consume  1,225  days.  I  make 
that  out  to  be  something  over  or  near  4  years. 

If  you  could  reach  the  end  of  that  process,  and  you  could  have 
a  successful  complaint  and  a  sanction  or  an  enforcement  action,  if 
you  would  be  able  to  show  a  persistent  pattern  of  Mexico  failing 
to  enforce  Mexico's  laws  in  one  of  those  three  areas,  that  is  what 
the  labor  side  agreement  provides.  For  the  rest  of  the  subjects,  for 
migrant  workers,  for  forced  labor,  employment  discrimination, 
equal  pay,  compensation  for  occupational  accidents,  the  right  to 
strike,  the  right  to  bargain  collectively,  and  the  right  to  freely  asso- 
ciate and  organize,  we  are  given  opportunities  to  consult  with  the 
Mexicans  about  those  issues. 

American  workers,  who  have  not  read  all  the  studies  of  the  pre- 
dicted effects  based  on  the  econometric  models  that  we  have  all 
been  offered,  with  assumptions  of  full  employment  or  of  static  in- 
vestment flows,  cannot  quite  understand  this  discussion,  because 
what  they  do  know  and  what  they  have  learned  from  history  and 
from  observation  goes  against  all  of  the  things  that  are  being  said 
about  this  agreement,  and  they  cannot  square  what  they  are  told 
with  what  they  see  and  know. 

We  are  told  now  that  this  is  just  a  small  agreement;  that  Mexico 
has  a  very  small  economy,  and  it  will  have  a  minimal  effect.  I  sub- 
mit to  you  that  there  is  probably  still  a  line  outside  this  hearing 
room.  Every  hearing  room  I  have  been  in  on  NAFTA  has  been 
jammed  to  the  doors  by  people  who  apparently  do  not  see  it  as  a 
"small  agreement." 

There  are  2,700  employers  who  have  joined  the  U.S.A.  NAFTA 
group  to  lobby  for  this  agreement.  They  apparently  do  not  see  it 
as  a  "small  agreement." 

The  Mexican  Government  is  estimated  to  have  spent  $25  million 
last  year  and  probably  $30  million  this  year,  purchasing  lobbying 
services  to  push  this  "small  agreement." 

We  are  told  that  the  agreement  makes  us  more  competitive  in 
the  world,  but  this  agreement  is  not  about  low-paid  labor.  Well, 
that  is  precisely  what  it  is  about.  When  the  phrase  is  continually 
used  that  "it  makes  us  more  competitive,"  it  means  we  will  have 
a  low-wage  partner. 

Again,  what  we  know  is  that  there  are  600,000  jobs  in  the 
maquiladoras,  and  we  do  not  believe  those  companies  moved  there 
for  the  weather. 

We  are  told  that  it  will  reduce  illegal  immigration,  and  we  were 
offered  a  study  yesterday  that  says  that  is  not  true,  and  similarly, 
it  is  contrary  to  our  experience. 

We  are  told  that  more  U.S.  investment  will  lift  wages  in  Mexico, 
and  I  say  to  you  that  the  American  companies  in  the  maquiladoras 
are  paying  70  cents  less  than  the  average  in  Mexico. 

We  are  told  that  we  are  going  to  have  an  environmental  clean- 
up with  i,he  commitment  of  Mexican,  U.S.  and  World  Bank  funds, 
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and  apparently  the  participation  of  the  bond  markets.  What  we  see 
is  enormous  pollution  in  that  maquiladora  area,  caused  by  Amer- 
ican manufacturers,  and  we  see  a  process  set  up  now  which  totally 
ignores  the  principle  of  "the  polluter  pays."  Somebody  else  will  pay 
to  clean  up  the  pollution,  not  the  American  companies  that  caused 
it. 

We  are  told  that  the  pact  will  open  up  Mexico  to  the  U.S.  auto 
industry.  What  we  know  it  will  do  is  to  open  the  back  doors  of  the 
maquiladoras.  They  will  no  longer  be  required  to  ship  their  product 
out  of  Mexico  into  the  United  States;  tney  will  be  allowed  to  sell 
in  Mexico  as  well.  So  as  this  great  Mexican  auto  market  expands, 
if  you  believe  that  they  are  going  to  buy  radios  from  Kokomo,  IN, 
then  you  ought  to  be  for  the  agreement.  If  you  believe  that  they 
are  going  to  buy  radios  from  the  Delco  plant  in  Matamoros,  Mexico, 
which  they  will  now  have  an  opportunity  to  do,  then  you  would  not 
be  for  this  agreement. 

It  will  simply  open  the  back  door  of  those  maquiladoras  and 
make  it  possible  for  them  to  sell  what  they  manufacture  in  Mexico. 
It  defies  all  logic  to  believe  that  those  American  companies  will  not 
expand  production  in  their  Mexican  plants  and  sell  that  product  in 
Mexico. 

We  are  told,  I  submit,  rather  patronizingly,  that  this  is  a  "small 
agreement,"  but  that  everybody  understands  our  opposition  to 
NAFTA;  it  is  really  only  the  welling  up  of  these  pent-up  emotions 
because  we  have  not  been  able  to  manage  change  in  the  past,  and 
it  is  a  tough  world,  and  we  all  have  to  adjust  to  change.  We  know, 
now  and  through  the  years,  who  is  being  asked  to  absorb  all  of  the 
present  and  future  burdens  of  this  unmanaged  change.  And  we 
know  who  is  not  suffering  and  who  is  benefiting  from  that  change. 

Finally,  on  the  "small  agreement,"  I  would  only  say  that  if  it  is 
such  a  small  agreement  and  has  such  small  effects,  why  do  we 
want  to  do  something  that  costs  $8  to  $20  billion,  according  to  the 
estimates;  an  agreement  that,  at  minimum,  by  the  economists  who 
are  most  quoted  by  the  supporters  of  NAFTA,  dislocates  150,000 
people — by  other  estimates,  500,000  people — it  relocates  or 
recreates  300,000  new  jobs  by  their  estimates,  with  a  net  gain  of 
150,000  jobs.  It  costs  $8  to  $20  billion,  it  gains  150,000  jobs.  The 
risk  factor  is  not  even  in  that  equation,  but  if  you  do  not  accept 
the  logic  of  history,  and  even  if  you  repeal  employer  desires  to  pay 
lower  wages,  I  submit  we  ought  to  calculate  that  there  is  some  risk 
in  this  agreement.  So  we  ask  the  question:  Why  bother  with  this 
"small  agreement"  that  costs  so  mucn  and  has  such  risk? 

The  answer  that  is  given  is  that  we  must  help  Mexico.  We  say 
the  price  of  doing  that  under  this  agreement  is  too  high. 

Thank  you,  Mr.  Chairman. 

[The  prepared  statement  of  Mr.  Donahue  follows:] 

Prepared  Statement  of  Thomas  R.  Donahue 

Mr.  Chairman,  on  behalf  of  the  AFL-CIO,  I  welcome  this  opportunity  to  present 
our  views  on  the  proposed  North  American  Free  Trade  Agreement  and  its  supple- 
mental accords. 

In  brief,  the  AFL-CIO  believes  that  the  adoption  of  this  agreement  would  seri- 
ously harm  the  U.S.  economy,  resulting  in  the  loss  of  hundreds  of  thousands  of 
American  jobs  and  a  decline  in  the  Nation's  standard  of  living. 

Last  week  the  President  of  the  United  States,  flanked  by  three  of  his  prede- 
cessors, made  an  impassioned  plea  for  the  congressional  adoption  of  the  North 
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American  Free  Trade  Agreement.  President  Clinton's  central  contention,  is  that  the 
debate  over  NAFTA  is  fundamentally  "a  debate  about  whether  or  not  we  will  em- 
brace change."  Others  have  aid  that  the  supporters  of  NAFTA  look  to  the  future, 
while  opponents  look  to  the  past.  Nothing  could  be  further  from  the  truth. 

The  question  is  not  whether  we  change  or  stagnate.  It  is  whether  or  not  our  gov- 
ernment is  capable  of  shaping  change  so  that  it  benefits  the  majority  of  citizens,  not 
just  powerful  elites.  That  is,  after  all,  the  reason  that  democratic  government  was 
brought  forth. 

Trade  and  investment  relationships  must  be  structured  so  that  the  benefits  of  eco- 
nomic activity  are  spread  as  widely  as  possible.  In  ignoring  this  imperative,  NAFTA 
represents  the  most  recent  manifestation  of  "trickle-down"  economic  theories,  cou- 

Eled  with  reliance  on  the  "free  market"  as  the  only  path  to  economic  progress.  It 
as  not  worked  over  the  last  12  years,  and  it  won't  work  now. 

Workers  have  long  since  learned  that  when  market  forces  are  left  to  their  own 
devices  they  cannot  be  expected  to  bring  sustained,  equitable  economic  growth  and 
social  progress.  Many  of  the  major  achievements  of  this  nation — the  establishment 
of  the  minimum  wage,  the  abolition  of  child  labor,  the  development  of  workplace 
health  and  safety  laws,  collective  bargaining,  and  environmental  protections — were 
intended  to  temper  and  restrain  some  of  the  most  brutal  effects  of  the  free  market. 
Free  markets  literally  need  to  be  civilized — channeled  in  democratically  agreed-upon 
directions  if  the  economy  is  to  serve  the  people. 

What  is  at  stake  is  not  more  or  less  trade  with  Mexico,  but  the  nature  and  quality 
of  that  trade.  As  drafted,  NAFTA  contains  no  protections  against  a  further 
deindustrialization  of  the  American  economy.  There  are  no  protections  against  the 
transfer  of  our  technological  edge.  There  are  no  counter-incentives  to  massive  trans- 
fers of  investment  and  production  to  Mexico.  Indeed,  there  are  incentives  for  those 
types  of  things.  And  there  are  no  protections  for  Mexican  workers  to  help  ensure 
that  they — and  not  just  their  employers — will  reap  benefits  from  increased  invest- 
ment. 

There  is  no  doubt  that  U.S.-based  multinational  corporations  would  benefit  from 
NAFTA.  The  United  States  as  a  whole,  however,  stands  to  lose  an  enormous 
amount. 

Ultimately,  NAFTA  supporters  have  one  very  simple  argument:  all  things  being 
equal,  increased  international  commerce  results  in  greater  general  prosperity.  We 
do  not  disagree  on  this.  But  the  fact  of  the  matter  is  that  there  is  very  little  that 
is  now  "equal"  between  the  United  States  and  Mexico — and,  indeed,  between  the 
United  States  and  all  of  the  other  nations — which  manage  trade  to  their  advantage. 

In  1992,  the  average  hourly  compensation  for  American  manufacturing  workers 
was  $16.17,  for  Mexican  manufacturing  workers  it  was  $2.35.  According  to  the  Bu- 
reau of  Labor  Statistics,  compensation  in  the  U.S.-dominated  maquiladora  sector 
was  even  lower,  averaging  just  $1.64  an  hour. 

As  a  result,  the  Mexican  consumer  market  is  depressingly  small.  Mexico  is  a 
country  with  more  than  one-third  our  population,  but  only  5  percent  of  our  buying 
power.  Currently,  Mexico  has  a  40  percent  poverty  rate,  a  20  percent  unemployment 
rate,  and  a  gross  domestic  product  one-twentieth  of  ours.  Many  Mexican  workers — 
particularly  maquilla  workers — live  in  cardboard  shanties  without  electricity  or  run- 
ning water,  and  drink  and  bathe  in  unfiltered  streams  filled  with  toxic  runoff  from 
nearby  plants.  The  average  Mexican  family  simply  cannot  afford  to  purchase  the 
products  that  they  make,  much  less  contribute  to  American  prosperity  by  buying 
goods  made  in  the  United  States. 

This  is  not  demagoguery,  it  is  fact. 

Existing  trade  patterns  underscore  this  reality.  While  it  is  true  that  we  now  have 
a  small  trade  surplus  with  Mexico,  there  is  every  reason  to  believe  that  it  is  only 
temporary.  Capital  goods  (manufacturing  plants  and  equipment)  and  intermediate 
goods  (parts  used  to  make  final  products  which  are  sent  back  to  the  U.S.  market) 
accounted  for  more  than  80  percent  of  all  U.S.  exports  to  Mexico  in  1992.  The  vast 
majority  of  finished  products  from  these  plants  flow  back  to  the  United  States  and 
Canada  where — for  now — workers  earn  enough  to  also  be  consumers.  U.S.  exports 
to  Mexico  of  consumer  and  agricultural  products  accounted  for  only  19  percent  of 
the  total.  Once  the  peso  is  devalued  (a  move  rumored  for  next  year  and  certainly 
likely  within  the  next  two  years),  Mexican  workers  will  be  even  poorer  relative  to 
the  U.S.  dollar,  and  far  less  capable  of  buying  products  manufactured  in  the  United 
States. 

We  should  be  clear,  Mexico  is  not  now  a  huge  market  for  U.S.  exports,  and 
NAFTA  will  not  make  it  so.  It  is  a  low  wage  production  location  for  U.S.  factories. 

The  current  NAFTA  was  not  designed  to  improve  this  picture,  but  to  expand  on 
it.  As  President  Clinton  previously  acknowledged,  this  is  really  an  effort  to  increase 
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and  protect  U.S.  investment  in  Mexico,  and  the  agreement  meets  this  goal  with  fly- 
ing colors. 

NAFTA  guarantees  the  repatriation  across  borders  of  profits,  dividends,  and  cap- 
ital gains.  It  guarantees  the  convertibility  of  currency  at  market  rates.  It  guards 
against  the  expropriation  of  property  and  it  guarantees  prompt  compensation. 

It  is  fascinating  to  compare  the  enforcement  of  these  protections  lor  business  with 
the  enforcement  of  the  rights  of  working  people — or  more  precisely,  the  lack  of  en- 
forcement. 

NAFTA  spells  out,  in  exquisite  detail,  the  remedies — including  trade  actions — that 
can  be  taken  by  inventors  or  invention  owners  whose  trademarks,  copyrights  or  pat- 
ents are  exploited  by  those  who  refuse  to  pay  a  fair,  negotiated  price. 

The  men  and  women  who  make  these  products,  however,  are  offered  no  guarantee 
of  their  right  to  a  fair,  negotiated  wage  or  decent  working  conditions. 

The  labor  supplemental  agreement,  rather  than  advancing  labor  rights  and  stand- 
ards, actually  represents  a  weakening  of  existing  remedies  available  under  U.S.  law. 
The  accord  contains  no  agreement  on  or  definition  of  minimal  worker  rights  and 
standards.  Remedies  can  only  be  sought  for  persistently  poor  enforcement  of  a  nar- 
row group  of  standards,  not  for  gross  violations  of  labor  rights.  No  remedies  are  of- 
fered for  infringements  against  workers'  rights  to  free  association,  to  collective  bar- 
gaining, or  to  withhold  labor  through  strikes. 

The  consultation  and  dispute  resolution  procedures,  even  for  the  little  that  is  cov- 
ered, is  so  protracted  and  tortuous  as  to  make  the  timely  resolution  of  disputes  al- 
most inconceivable.  For  covered  practices,  it  appears  that  the  enforcement  process 
would  take  more  than  1,210  days.  Mexico's  chief  trade  negotiator  assured  the  Mexi- 
can Congress  that  the  process  was  so  "exceedingly  long,"  that  it  is  "very  improbable 
that  the  stage  of  sanctions  could  be  reached."  We  agree. 

Even  with  its  many  inadequacies,  the  supplemental  agreement  on  the  environ- 
ment is  far  stronger  than  the  labor  agreement.  Why  is  the  protection  of  workers  less 
important  than  the  protection  of  business  owners  or  the  environment?  (See  attached 
preliminary  analysis  of  the  labor  side  accord.) 

Beyond  the  inadequacy  of  the  labor  supplemental  agreement,  the  NAFTA  contains 
downs  of  specific  provisions  (see  attached)  which  also  would  be  extremely  harmful 
to  domestic  employment.  Weak  rules  of  origin,  inadequate  safeguard  procedures,  in- 
equitable rules  for  investment,  and  inequitable  market  access — these  are  but  a  few 
01  the  provisions  that  would  be  detrimental  to  U.S.  workers. 

In  the  automotive  sector,  NAFTA  would  let  Mexico  retain  protections  for  its  do- 
mestic producers  for  at  least  10  years,  and  even  longer  if  the  Mexican  government 
demands  future  commitments  from  the  companies.  It  would  permit  the  Canadian 

government  to  retain  the  safeguards  of  the  Auto  Pact — but  the  United  States  would 
ave  no  comparable  protection  for  either  parts  production  or  assembly. 

In  the  apparel  sector,  where  80  percent  of  what's  left  of  the  work  force  is  female 
and  20  percent  is  of  Hispanic  origin,  the  agreement  would  result  in  massive  job  dis- 
location without  offering  any  prospect  of  reemployment. 

In  the  land  transportation  sector,  NAFTA  would  allow  Mexican  carriers  to  operate 
in  U.S.  border  states  in  three  years,  and  it  would  give  Mexican  carriers  access  to 
all  of  the  United  States  for  transporting  freight  and  persons  originating  south  of  the 
border  in  six  years.  But  even  though  Mexican  truck  drivers  and  bus  drivers  might 
work  full  time  in  the  U.S.,  they  would  not  be  protected  by  our  minimum  wage  laws. 

In  its  chapter  on  "temporary  entry  for  business  persons,"  NAFTA  departs  from 
one  of  the  cardinal  principles  of  U.S.  immigration  policy,  which  is  that  employers 
can  hire  temporary  entrants  only  when  they  show  that  they  are  unable  to  recruit 
workers  here. 

We  have  already  seen  the  importation  of  nurse  strike-breakers  from  Canada,  and 
now  we  propose  to  add  Mexican  nurses  to  the  labor  pool. 

Beyond  the  numerous  problems  in  the  agreement,  implementation  of  NAFTA  will 
impose  huge  additional  costs.  Lost  tariff  revenues  are  estimated  to  cost  $2.5  billion 
over  the  first  five  years  of  the  agreement.  A  comprehensive  adjustment  assistance 
program  to  retrain  dislocated  workers  is  estimated  to  cost  at  least  $5  billion  a  year. 

Clean-up  of  the  environmental  destruction  in  Mexico  is  estimated  by  the  Sierra 
Club  to  cost  at  least  $20  billion.  Additional  costs  will  also  be  incurred  to  increase 
customs  and  immigration  personal,  as  well  as,  to  provide  necessary  food  and  trans- 
portation safety  inspections.  All  told,  the  additional  cost  of  NAFTA  could  exceed  $30 
billion.  Where  is  the  money  going  to  come  from?  What  programs  must  be  cut,  or 
new  taxes  put  in  place? 

We  understand  the  Administration  is  planning  to  raise  money  in  new  transpor- 
tation related  fees  that  would  bring  in  about  $2  billion  over  five  years  and  is  propos- 
ing to  allocate  about  $100  million  for  NAFTA  related  unemployment  benefits.  Clear- 
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ly,  these  amounts  are  insufficient  to  the  task  before  us,  and  underscore  the  prob- 
lems that  will  be  created  by  this  agreement. 

lLast  year,  the  Wall  Street  Journal  published  a  survey  of  455  senior  executives 
of  manufacturing  companies.  Fifty-five  percent  of  executives  from  companies  with 
at  least  $1  billion  a  year  in  sales  said  that,  if  this  agreement  goes  through,  it  is 
very  likely  or  somewhat  likely  that  they  shift  some  production  to  Mexico  within  the 
next  few  years.  Twenty-four  percent  said  that  it  was  likely  that  they  would  use  the 
threat  of  job  loss  to  Mexico  to  bargain  down  the  wages  and  benefits  of  U.S.  employ- 
ees. And  according  to  a  Conference  Board  report,  during  the  next  two  years,  busi- 
ness spending  will  grow  almost  three  times  faster  in  Mexico  than  in  the  United 
States. 

I  believe  that  we  should  take  these  business  leaders  at  their  word. 

The  AFL-CIO  will  enthusiastically  support  any  new  framework  for  trade  and  in- 
vestment that  truly  protects  the  jobs  of  those  who  need  them,  that  strengthens  the 
democratic  rights  of  workers  throughout  North  America,  that  raises  living  standards 
and  promotes  economic  development  in  the  poorer  areas  of  the  continent,  and  that 
ensures  that  we  will  all  have  a  healthy  and  safe  environment. 

But  when  NAFTA  and  its  side  accords  are  measured  by  those  criteria,  they  are 
a  complete  failure. 

Contrast  our  nation's  performance  with  that  of  the  European  Community,  when 
asked  to  integrate  economically  with  less-developed  Greece,  Spain,  and  Portugal. 

Both  the  EC  and  the  United  States  claimed  to  want  democratization.  The  EC  de- 
manded and  achieved  it.  We  never  tried. 

Both  were  said  to  want  higher  living  standards  in  the  poorer  partners.  The  EC 
protected  workers'  right  to  form  independent  unions  and  negotiate  for  higher  wages, 
than  backed  it  up  with  a  development  fund.  We  never  tried. 

Both  were  said  to  want  to  prevent  "social  dumping,"  not  allowing  competition 
based  on  low  wages  to  result  in  lost  jobs  and  reduced  wages  in  the  richer  nations. 
The  EC  tried  to  raise  up  the  poor  and  provided  disincentives  for  job  flight.  We  never 
tried. 

"Change"  is  the  inevitable  result  of  this  failure  to  confront  the  political  and  social 
effects  of  economic  globalization.  But  it  is  change  that  is  regressive. 

In  1914,  Henry  Ford  raised  the  wages  of  his  workers  so  that  they  could  afford 
to  buy  the  cars  that  they  made.  He  reasoned  that  if  he  did  not,  there  would  be  too 
many  Fords  and  too  few  consumers.  At  the  time,  the  editors  of  the  Wall  Street  Jour- 
nal declared  this  to  be  in  "economic  crime." 

In  the  1930s,  U.S.  auto  workers  fought  for  and  won  the  right  to  negotiate  a  decent 
standard  of  living  for  themselves.  Like  Wall  Street,  the  Washington  establishment 
was  aghast. 

By  1993,  both  Ford  and  GM  had  established  Mexican  maquiladora  plants  to  man- 
ufacture cars  for  the  U.S.  market.  Their  workers  achieve  productivity  levels  close 
to  or  equal  to  those  in  United  States  and  Japanese  auto  factories,  yet  their  wages 
are  a  fraction  of  U.S.  wages.  Most  are  prevented  from  joining  independent  unions. 

When  American  workers  object  to  a  global  economy  based  on  this  type  of  systemic 
inequity,  pundits  and  politicians  accuse  us  of  being  economic  criminals. 

The  real  story  is  not  that  NAFTA  has  the  support  of  five  former  presidents.  Rath- 
er, it  is  the  fact  that  NAFTA  is  understood  and  opposed  by  the  majority  of  American 
citizens — auto  workers  in  Illinois,  truck  drivers  in  California,  maritime  workers  on 
the  East  Coast. 

They  know  that  no  promise  of  worker  retraining,  no  breakthrough  in  technology, 
no  government-business  partnership  scheme,  can  bring  back  the  jobs  and  the  invest- 
ment dollars  that  NAFTA  will  take  from  the  United  States  under  the  conditions  en- 
shrined by  NAFTA. 

They  have  a  right  to  expect  more  from  those  they  elect  to  represent  their  inter- 
ests. This  country  can  and  must  do  better. 

Attachment  1 

preliminary  analysis 

THE  NAFTA  SIDE  ACCORD  ON  LABOR 

The  AFL-CIO  believes  that  the  North  American  Free  Trade  Agreement,  as  drafted 
by  the  Bush  administration,  would  be  ruinous  to  the  U.S.  economy,  resulting  in  the 
loss  of  hundreds  of  thousands  of  American  jobs  and  a  general  decline  in  wages.  One 
of  the  agreements'  primary — though  far  from  only — flaws  is  its  complete  failure  to 
promote  the  upward  harmonization  of  living  standards  by  linking  market  access 
with  the  enforcement  of  worker  rights  and  labor  standards. 
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During  the  1992  presidential  contest,  the  Clinton  campaign  promised  to  solve  the 
problem  by  negotiating  a  side  agreement  with  strong  dispute  resolution  powers" 
and  "effective  remedies."  Unfortunately,  the  final  product  negotiated  by  the  Clinton 
administration  falls  far  short  of  its  stated  purpose.  In  fact,  this  labor  accord  actually 
represents  a  weakening  of  existing  remedies  available  under  U.S.  trade  law. 

1.  The  accord  contains  no  agreement  on,  or  definition  of,  minimal  international 
worker  rights  and  labor  standards. 

The  accord  simply  refers  to  such  standards  and  commits  each  nation  to  promote 
them  "in  accordance  with  its  domestic  laws."  In  other  words,  if  internationally-recog- 
nized rights  and  standards — as  defined  by  other  international  treaties,  International 
Labor  Organization  Conventions,  the  U.N.  Declaration  on  Human  Rights,  U.S.  law 
or  common  sense — are  not  adequately  protected  under  one  country's  laws,  this 
agreement  offers  no  recourse. 

2.  Remedies  can  only  be  sought  for  poor  enforcement  of  labor  standards,  not  for 
gross  violations  of  worker  rights. 

Freedom  of  association  is  the  bedrock  liberty  upon  which  trade  unions  are  built, 
as  are  all  other  civil  institutions  in  a  democratic  society.  It  affirms  the  right  of  citi- 
zens to  form  and  join  organizations  of  their  own  choosing,  hold  meetings,  speak  and 
operate  without  fear  of  reprisal.  This  fundamental  freedom  is  not  protected  by  the 
accord.  Neither  are  citizens'  rights  to  bargain  collectively,  to  withhold  labor  through 
strikes  or  to  be  free  from  being  forced  to  provide  labor  (slavery  and  prison  labor). 

Action  may  only  be  sought  if  a  nation  "has  engaged  in  a  persistent  pattern  of  fail- 
ure to  effectively  enforce  its  labor  laws  with  respect  to  health  and  safety,  child  labor 
and  minimum  wage."  In  addition,  the  non-enforcement  must  "relat[e]  to  a  situation 
involving  mutually  recognized  labor  laws  and  related  to  trade." 

Under  existing  U.S.  law — the  Generalized  System  of  Preferences,  the  Caribbean 
Basin  Initiative,  the  Overseas  Private  Investment  Corporation,  amendments  to  Sec- 
tion 301  of  the  1988  Trade  Act,  regulations  on  trade  with  South  Africa,  and  some 
foreign  assistance  programs — a  violation  of  any  of  these  labor  rights  and  standards 
is  defined  as  an  unfair  trading  practice.  If  they  are  infringed,  trade  and  investment 
benefits  can  be  removed.  Why  is  this  accord  weaker  than  what  is  already  defined 
by  law? 

3.  The  consultation  and  dispute  resolution  procedures  on  labor  standards  are  so 
long  and  tortuous  as  to  discourage  complaints  and  petitions. 

The  accord  establishes  a  "Trinational  Labor  Commission"  with  four  separate  bu- 
reaucratic layers:  1)  a  Ministerial  Council,  consisting  Of  the  labor  ministers  of  each 
nation,  2)  an  International  Coordinating  Secretariat  (ICS),  which  assists  the  Council 
and  carries  out  "day-to-day^  activities,  3)  the  National  Administrative  Offices 
(NAOs),  which  will  act  as  a  point  of  contact  between  nations  and  provide  informa- 
tion on  domestic  laws,  and  4)  Evaluation  Committees  of  Experts  (ECEs),  which  will 
be  convened  on  an  aa-needed  basis  to  deliver  technical  advise  and  analysis. 

The  NAOs  could  "receive"  and  "conduct  preliminary  reviews"  of  "public  commu- 
nications." If  the  national  NAO  finds  that  there  is,  indeed,  a  problem,  then  there 
would  be  "consultations"  between  NAOs.  Then  the  ministers  would  "consult."  Then 
the  ministers  could  ask  for  an  ECE  report.  Only  after  consultations  and  a  report 
can  one  of  the  parties  request  further  action.  Then  two  of  the  three  ministers  must 
vote  to  convene  and  arbitration  panel.  Then  this  panel  must  meet  and  write  a  sec- 
ond report.  If  the  second  panel  also  finds  non-enforcement  of  labor  laws,  then  the 
guilty  party  would  be  given  60  days  to  begin  an  agreed-upon  plan  of  enforcement. 
If  they  do  not,  then  up  to  120  days  after  the  second  panel  meets,  it  will  be  recon- 
vened to  decide  on  a  plan,  and  perhaps  to  levy  a  fine  of  up  to  $20  million. 

In  the  words  of  Mexico's  Commerce  Secretary,  Jaime  Serra  Puche,  "The  time 
frame  of  the  process  makes  it  very  improbable  that  the  stage  of  sanctions  could  be 
reached."  At  each  step  in  the  process,  it  must  be  demonstrated  that  a  "persistent 
pattern"  of  non-enforcement  exists.  What  constitutes  "persistent"  behavior?  Would 
it  be  necessary  to  prove  5,25,  or  2,500  unpenalized  violations  of  basic  labor  stand- 
ards before  action  could  be  taken? 

And  finally,  laws  which  are  simply  inadequate  would  not  qualify  for  any  corrective 
action  at  all. 

4.  The  only  enforceable  remedies  are  ineffective. 

The  offending  government  will  be  given  six  months  to  implement  the  enforcement 
plan  and  pay  any  fines.  If  it  refuses,  the  complaining  parties  have  very  few  options. 
Those  that  exist  are  asymmetrical  and  nonreciprocal. 

If  the  case  is  against  Mexico  or  the  United  States,  their  NAFTA  benefits  could 
be  suspended  through  the  imposition  of  penalty  duties,  quotas  or  investment  limits 
based  on  the  amount  of  the  fine.  If  the  case  is  against  Canada,  the  Labor  Commis- 
sion must  file  suit  in  the  Federal  Court  of  Canada  to  recover  the  fine  or  have  the 
action  plan  instituted. 
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No  matter  how  fair  the  nation  of  Canada  and  its  court  system  may  be,  it  is  dif- 
ficult to  believe  that  the  cases  against  it  will  be  judged  with  the  same  impartiality 
as  the  cases  it  brings.  It  is  also  difficult  to  believe  that  persistent  labor  standards 
violations  by  one  company,  no  matter  how  egregious,  would  be  allowed  to  impede 
cross-border  trade  with  the  offending  nation. 

The  NAFTA  provisions  governing  intellectual  property,  such  as  patents,  copy- 
rights and  trademarks,  stand  in  stark  contrast.  Not  only  is  fast  action  possible,  but 
specific  corporate  violators  can  be  targeted  by  having  contraband  goods  stopped  at 
the  border.  Why  is  the  labor  of  workers  given  lesser  protection  than  the  labor  of 
inventors,  businessmen  and  invention  owners? 

Attachment  2 

nafta— what  american  workers  asked  for  and  what  they  got 

In  February  1993,  the  AFL-CIO  called  on  the  Clinton  administration  to  renego- 
tiate President  Bush's  flawed  North  American  Free  Trade  Agreement,  in  order  to 
protect  labor  rights  and  standards,  the  environment,  consumer  health  and  safety 
and  American  jobs. 

How  does  the  final  NAFTA  package  (including  the  side  agreements  on  labor,  the 
environment  and  import  surges)  compare  with  what  American  workers  asked  for? 

WE  ASKED  FOR:  A  measure  whereby  infractions  of  labor  rights  or  workplace 
standards  can  be  enforced  by  trade  actions.  Areas  to  be  addressed  include  the  right 
to  organize  and  bargain  collectively,  the  establishment  of  strong  workplace  heath 
and  safety  standards,  appropriate  minimum  wage  structures,  the  elimination  of 
child  labor,  a  prohibition  on  forced  labor,  and  guarantees  of  non-discrimination  in 
employment. 

DID  WE  GET  IT?  NO 

The  NAFTA  side  accord  on  labor  is  actually  weaker  than  existing  U.S.  trade  law. 
Remedies  can  only  be  sought  for  poor  enforcement  of  labor  standards,  not  for  gross 
violations  of  worker  rights.  Freedom  of  association-the  bedrock  liberty  upon  which 
unions  and  all  other  civic  institutions  are  built — is  not  covered  by  the  side  accord. 
Neither  are  citizens'  rights  to  bargain  collectively,  to  withhold  labor  through  strikes, 
to  be  free  from  workplace  discrimination,  or  to  be  free  from  being  forced  to  provide 
labor  (slavery  and  prison  labor).  The  few  penalties  are  ineffective,  and  can  only  be 
imposed  if  it  can  be  proven  that  there  is  a  "persistent  pattern"  of  poor  enforcement 
of  minimum  wage,  health  and  safety  or  child  labor  laws.  In  addition,  the  procedures 
to  impose  these  weak  sanctions  are  so  long  and  tortuous  that  Mexico's  Commerce 
Secretary  was  able  to  reassure  colleagues  that  it  was  "improbable"  they  could  ever 
be  enforced. 

WE  ASKED  FOR:  Provisions  to  address  the  existing  environmental  degradation 
of  the  border  area,  based  on  the  "polluter  pays"  principle,  as  well  as  provisions  to 
permit  trade  actions  to  address  violations  of  environmental  standards. 

DID  WE  GET  IT?  NO. 

Many  corporations  have  circumvented  U.S.  environmental  laws  by  moving  to  Mex- 
ico where  environmental  laws  are  not  enforced.  While  they  have  prospered,  they 
have  also  turned  much  of  the  border  area  into  what  Business  Week  calls  a  "2,000- 
mile  garbage  dump."  The  side  accord  on  the  environment  does  nothing  to  force  these 
companies  to  clean  up  the  environmental  mess  they  have  made.  Instead,  the  U.S. 

fovernment  will  use  a  bond  issue,  backed  by  U.S.  taxpayers.  The  amount  of  money 
eing  considered  is  inadequate.  There  are  loopholes  that  leave  U.S.  environmental 
laws  vulnerable  to  challenge.  And,  like  the  side  accord  on  labor,  the  environmental 
side  accord  has  an  enforcement  process  that  is  so  long  and  cumbersome  that  it  is 
doubtful  whether  any  polluters  will  ever  be  called  to  account. 

WE  ASKED  FOR:  Tougher  rules  of  origin,  so  that  any  benefits  derived  from  an 
agreement  will  accrue  to  workers  and  producers  located  in  the  three  countries. 

DID  WE  GET  IT?  NO. 

The  AFL-CIO  believes  that  an  80  percent  rule  of  origin  would  be  an  appropriate 
level  to  assure  that  the  benefits  of  the  agreement  accrue  to  workers  and  companies 
located  in  the  three  signatory  nations.  The  final  level,  as  negotiated  by  the  Bush 
administration,  is  set  at  60  percent  of  the  transition  value  or  50  percent  of  the  "net 
cost"  of  the  product  being  traded.  Even  this  50  percent,  however,  can  include  admin- 
istrative costs  and  a  variety  of  other  non-production-related  costs.  In  other  words, 
a  product  could  have  a  substantial  amount  of  parts  made  in  China  or  Japan  and 
still  be  considered  "made  in  Mexico"  for  the  purposes  of  this  agreement. 

WE  ASKED  FOR:  The  immediate  elimination  of  duty-drawback  programs. 

DID  WE  GET  IT?  NO. 
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This  is  a  program  whereby  a  Korean  company  could  import  parts  into  Mexico  or 
Canada,  assemble  them  there,  export  the  final  product  to  the  United  States,  and 
then  have  Mexican  or  Canadian  customs  duties  kicked-back  to  company  head- 
quarters in  Korea.  Under  NAFTA,  this  practice  would  continue  until  the  year  20001. 

WE  ASKED  FOR:  The  immediate  elimination  of  export  performance  requirements 
and  import-licensing  schemes. 

DID  WE  GET  IT?  NO. 

In  effect,  Mexico's  export  performance  requirements  mandate  that  some  multi- 
nationals sell  their  Mexican-assembled  goods  on  the  American  market.  Under 
NAFTA,  this  program,  whereby  foreign-owned  companies  are  required  to  export  the 
same  amount  as  they  import,  would  not  be  phased  out  for  10  years.  By  requiring 
import  licenses,  Mexico  has  closed  its  markets  to  many  types  of  American-made 

f[oods.  Under  NAFTA,  Mexico  will  be  allowed  to  continue  protections  on  a  significant 
ist  of  products  for  up  to  25  years. 

WE  ASKED  FOR:  The  requirement  that  all  internationally-traded  goods   are 
marked  with  their  country  of  origin. 
Dm  WE  GET  IT?  MOSTLY.  YES. 
However,  there  are  significant  exemptions  for  transistors,  semiconductors,  inte- 

Sated  circuits  and  ceramic  bricks,  together  with  their  respective  containers.  This 
ap-hole  will  make  it  more  difficult  to  spot  third-country  circumventions  of  existing 
trade  treaties. 

WE  ASKED  FOR:  Safeguard  provisions  that  protect  U.S.  workers  against  import 
surges. 

DID  WE  GET  IT?  NO. 

The  Clinton  administration's  side  accord  on  import  surges  is  only  an  agreement 
that  the  signatory  nations  will  "  monitor"  and  "consult."  No  additional  safeguards 
were  ever  on  the  table.  Under  Bush's  NAFTA,  it  would  be  very  difficult  to  protect 
workers  from  an  unexpected  onslaught  of  imports.  As  written,  the  rules  make  any 
case  very  difficult  to  prove.  Even  if  more  than  one  industry  could  prove  its  case,  only 
one  remedy  is  allowed  during  the  transition  period.  Thereafter,  any  action  would  re- 
quire the  consent  of  the  exporting  nation.  No  remedy  can  last  for  more  than  three 
years,  down  from  the  eight  years  currently  allowed.  And  the  only  possible  remedy 
is  a  "snap-back"  to  previous  tariff  levels.  Without  the  possibility  of  a  more  measured 
response,  it  is  improbable  that  any  action  would  ever  be  taken. 

WE  ASKED  FOR:  The  continuation  of  federal,  state  and  local  "Buy  American" 
laws  and  regulations. 

DID  WE  GET  IT?  NO. 

Under  NAFTA,  federal  government  purchases  over  a  certain  dollar  limit  will  be 
open  to  suppliers  from  other  NAFTA  countries,  and  signatories  are  obligated  to  seek 
to  extend  these  provisions  to  states  and  localities.  For  the  first  time  in  any  Amer- 
ican trade  agreement,  the  procurement  of  services,  as  well  as  goods,  will  be  covered. 
It  is  unclear  what  this  change  will  mean  for  the  federal,  state  and  local  governments 
in  their  attempts  to  deliver  services  in  ways  that  most  benefit  the  community  of  tax- 
payers. 

WE  ASKED  FOR:  The  enforcement  of  strict  sanitary  and  phyto-sanitary  stand- 
ards with  no  restrictions  on  improvements  in  those  standards. 

DDD  WE  GET  IT?  NO. 

As  written,  NAFTA  would  allow  strong  American  consumer-protection  laws  to  be 
challenged  as  barriers  to  trade.  This  section  of  the  agreement  (on  pesticides,  plant 
and  animal  pests,  and  diseases  that  threaten  food  safety)  promotes  the  equalization 
of  standards  among  the  parties  at  the  local,  state  and  national  levels.  Since  the  text 
recognizes  international  rules  that,  in  many  cases,  are  weaker  than  U.S.  law,  this 
may  mean  a  significant  harmonization  downward. 

WE  ASKED  FOR:  The  continuation  of  necessary  federal  and  state  regulations 
concerning  the  Drovision  of  financial  and  insurance  services. 

DID  WE  GET  IT?  NO. 

In  fact,  NAFTA  may  open  a  Pandora's  box  in  financial  services.  Given  the  fragility 
of  the  U.S.  financial  sector  and  the  catastrophic  costs  borne  by  taxpayers  as  a  con- 
sequence of  1980s'  bank  and  savings-and-loan  deregulation  schemes,  we  do  not  be- 
lieve that  Congress'  ability  to  regulate  financial  institutions  should  be  limited.  The 
NAFTA,  however,  attempts  to  "disciplin[e]  government  measures  regulating  finan- 
cial services.  "  It  is  also  unclear  how  Mexican  and  Canadian  financial  companies 
will  be  treated  under  U.S.  law,  and  whether  or  not  they  will  be  subject  to  the  same 
regulations  as  domestic  institutions. 

WE  ASKED  FOR:  Strict  limitations  on  the  "temporary  entry"  of  persons  to  pro- 
vide services,  including  transportation  services,  and  the  prohibition  of  entry  to  affect 
a  labor  dispute.  Any  temporary  entrant  must,  at  a  minimum,  be  paid  and  work 
under  conditions  prevailing  in  the  host  country. 
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DID  WE  GET  IT?  NO. 

In  fact,  the  NAFTA  greatly  expands  temporary  entry  and  weakens  current  U.S. 
immigration  laws.  Under  current  procedures,  employers  must  show  that  they  cannot 
find  domestic  workers  before  hiring  outside  of  the  country.  Under  NAFTA  there  is 
no  such  limitation.  NAFTA  would  also  allow  for  grossly  unfair  competition.  Mexican 
truck  drivers,  for  instance,  could  work  virtually  full-time  in  the  United  States,  while 
being  paid  Mexican  wages  and  operating  under  Mexican  safety  standards. 

WE  ASKED  FOR:  A  prohibition  on  transferring  work  or  workers  across  borders 
in  the  event  of  a  labor  dispute,  and  a  prohibition  on  trade  while  a  labor  dispute  is 
in  progress. 

DID  WE  GET  IT?  NO. 

None  of  these  issues  is  addressed  in  the  NAFTA  or  in  any  of  the  side  accords. 
There  is  certainly  nothing  that  would  prevent  the  work  of  strikers  from  being  con- 
tracted-out across  borders,  and  there  is  nothing  to  prevent  employers  from  import- 
ing strikebreakers.  The  latter  has  already  been  done  with  strikebreaking  nurses 
from  Canada,  now  Mexico  will  also  be  a  hiring  ground  for  scabs. 

WE  ASKED  FOR:  The  ability  of  government  to  adopt  standards  and  related  meas- 
ures to  protect  public  safety  or  the  environment. 

DD3  WE  GET  IT?  NOT  REALLY. 

New  standards  can  be  adopted,  however,  as  detailed  above,  U.S.  environmental 
and  food-safety  will  be  subject  to  challenge  as  unfair  barriers  to  trade.  U.S.  high- 
way-safety laws  will  be  almost  impossible  to  enforce. 

WE  ASKED  FOR:  Reciprocity  in  the  treatment  of  foreign  investment. 

DID  WE  GET  IT?  NO. 

Both  Canada  and  Mexico  will  be  allowed  to  maintain  regulations  on  a  large  pro- 

gortion  of  foreign  investments,  while  similar  actions  are  not  allowed  for  the  United 
tates. 

WE  ASKED  FOR:  Equal  market  access  for  cultural  industries. 

DID  WE  GET  IT?  N6. 

Canada  will  be  allowed  to  maintain  restrictions  on  products  of  the  American  en- 
tertainment industry. 

WE  ASKED  FOR:  Safeguards  for  U.S.  automotive  production,  equivalent  to  safe- 
guards present  in  Mexico  and  Canada,  and  the  continuation  of  existing  CAFE  rules. 

DDD  WE  GET  IT?  NO. 

Canada  is  allowed  to  maintain,  and  Mexico  is  allowed  to  phase-out,  protections 
for  their  auto  industries.  American  workers  have  no  such  protection.  In  addition, 
companies  can  choose  whether  Mexican  auto  production  is  considered  "foreign"  or 
"domestic"  for  10  years  for  the  purposes  of  CAFE  (Corporate  Average  Fuel  Economy) 
standards.  (After  10  years  all  Mexican  production  will  be  considered  "domestic.  ) 
This  will  have  the  effect  of  encouraging  small-car  production  to  be  shifted  to  Mexico. 
Instead  of  learning  to  be  more  efficient  in  their  production  of  small  cars,  the  Big 
Three  can  just  use  cheaper  Mexican  labor  and  still  maintain  their  company's  U.S. 
environmental  targets. 

WE  ASKED  FOR:  Provisions  that  address  the  needs  of  import-sensitive  indus- 
tries, including,  but  not  limited  to,  textiles  and  apparel,  electrical  and  electronic, 
glass,  tuna,  meat,  sugar  and  light-duty  trucks. 

DID  WE  GET  IT?  NO. 

These  industries  remain  particularly  threatened  by  NAFTA. 

WE  ASKED  FOR:  A  five-year  review  of  the  economic  impact  of  an  agreement  that 
would  permit  parties  to  suspend  provisions  when  necessary  to  address  labor  market 
disruptions. 

DID  WE  GET  IT?  NO. 

NAFTA  does  contain  a  provision  that  allows  any  nation  to  withdraw  with  six 
months  notice,  presumably  because  of  catastrophic  ill  effects.  However,  there  is  no 
provision  that  would  mandate  the  kind  of  analysis  that  would  be  capable  of  spotting 
gradual  job  losses  or  the  resulting  downward  pressure  on  living  standards. 

WE  ASKED  FOR:  Provision  for  additional  debt  relief  for  Mexico,  so  that  it  can 
begin  investing  at  home  to  improve  the  standard  of  living  of  its  people. 

DDD  WE  GET  IT?  NO. 

In  the  1980s,  the  pressure  of  foreign  debt  sent  Mexico's  economy  into  a  tailspin 
from  which  wage  rates  and  living  standards  have  still  not  recovered.  With  the  pros- 
pect of  economic  integration,  these  pressures  will  also  have  an  effect  on  the  Amer- 
ican economy.  Despite  this  fact,  the  issue  was  never  addressed  by  NAFTA  nego- 
tiators. 

WE  ASKED  FOR:  A  cross-border  transaction  tax  to  serve  as  a  major  funding 
source  for  needed  programs  including:  a  substantial  increase  in  funds  for  food  safety 
inspection  and  the  customs  service;  sufficient  funds  to  improve  the  infrastructure  of 
the  border  area,  including  water  treatment,  electricity,  and  needed  housing  and 


56 

schools;  a  significantly  improved  Trade  Adjustment  Assistance  (TAAJ  program  to 
provide  guaranteed  benefits  to  workers  harmed  by  trade. 

DID  WE  GET  IT?  NO. 

The  idea  of  a  cross-border  tax  on  cross-border  commerce  to  pay  for  the  hidden 
costs  of  these  transaction  gained  some  support  in  Congress,  but  was  rejected  by  both 
the  Bush  and  Clinton  administrations.  These  costs,  estimated  at  as  high  as  $40  bil- 
lion over  10  years,  will  be  borne  mostly  by  the  American  taxpayer.  Some  of  Mexico's 
infrastructure  could  possibly  be  funded  through  an  environmental  bond-issue 
(backed  by  U.S.  tax-dollars)  and  through  a  proposed  regional  development  bank 
(which  would  probably  be  funded  by  U.S.  taxpayers).  Thus  far,  legislative  proposals 
for  TAA  are  totally  inadequate. 

WE  ASKED  FOR:  Legislation  to  eliminate  the  foreign  tax  credit  and  deferral  and 
to  deny  trade  benefits  to  companies  that  transfer  production  to  Mexico.  For  workers 
dislocated  by  any  such  transfers,  companies  should  be  required  to  cover  health  in- 
surance, pay  severance,  training  and  job  search  costs. 

DID  WE  GET  IT?  NO. 

No  such  legislation  has  been  proposed  or  even  contemplated.  Corporations  would 
be  free  to  abandon  American  communities,  enjoy  the  benefits  of  NAFTA,  and  write- 
off the  cost  of  transferring  production  on  their  taxes.  U.S.  workers  would,  of  course, 
be  left  in  the  lurch. 

The  Chairman.  Thank  you  very  much,  Mr.  Donahue,  for  a  very 
compelling  statement. 

We  will  do  5-minute  rounds  for  questions. 

What  is  your  response  to  those  who  ask  aren't  you  worse  off  with 
the  status  quo?  I  mean,  there  is  not  much  in  here  in  terms  of  the 
side  agreements  and  the  rest;  aren't  you  worse  off,  and  if  this  does 
not  go  forward,  there  will  be  an  opening  for  the  Japanese,  and  they 
will  come  back  in  there  and  close  out  whatever  opportunity  there 
might  have  been  in  terms  of  American  jobs,  as  a  result  of  being 
able  to  have  easier  exports. 

We  heard  that  earlier  from  the  Secretary.  What  is  your  answer 
to  that? 

Mr.  Donahue.  I  think,  Senator,  that  is  the  rationale  that  is  of- 
fered for  any  bad  agreement:  "Well,  it  is  better  than  what  we 
have."  Well,  it  may  not  be. 

I  think  I  support  Carla  Hills'  statement.  "Better  no  agreement 
than  a  bad  agreement,"  was  her  continual  cry  in  terms  of  the 
GATT.  That  is  where  I  stand  on  this.  Better  no  agreement  than  a 
bad  agreement. 

But  the  real  answer  to  that  question,  are  we  better  off  with  the 
agreement  than  without  it,  is:  What  does  it  cost?  What  is  the  price 
of  the  agreement?  Then  I  can  decide.  And  I  say  to  you  the  price 
is  enormous,  and  the  unknowns  of  the  risk  are  enormous.  So  that 
saying  that  it  is  better  than  what  I  have  now  is  not  worth  that  to 
me. 

The  Chairman.  Could  you  also  comment  on  the  downward  pres- 
sures? We  will  hear  the  panel  talk  about  the  different  studies  that 
have  indicated  whether  there  will  be  a  loss  or  a  gain  in  jobs,  but 
what  about  the  general  pressures  in  terms  of  downward  wages 
which  would  exist  even  in  those  jobs  that  are  not  lost;  are  you  wor- 
ried about  that?  Is  that  a  significant  factor  as  well? 

Mr.  Donahue.  We  are  worried  about  both  sides  of  it,  Senator.  All 
of  the  econometric  studies  proceed  from  certain  assumptions.  Most 
of  them  proceed  from  the  assumption  that  we  have  a  full  employ- 
ment economy.  A  full  employment  economy  does  not  exert  down- 
ward pressures  on  wages.  It  exerts  upward  pressures  on  wages  and 
provides  for  gains  every  time  you  add  a  job. 
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In  a  nonfull  employment  economy,  the  situation  is  quite  dif- 
ferent, and  I  would  remind  everyone  we  are  not  quite  in  a  full  em- 
ployment economy. 

The  other  studies  assume  static  patterns  of  investment;  nothing 
will  change;  U.S.  companies  will  continue  to  invest  in  America  at 
the  same  rate  that  they  have  in  the  past.  Well,  if  they  are  going 
to  do  that  and  at  the  same  time  invest  in  Mexico,  they  must  nave 
a  secret  source  of  money  someplace. 

Some  of  the  studies  tell  us  that  that  investment  in  Mexico  will 
not  injure  U.S.  investment.  That  is  contrary  to  everything  I  under- 
stand about  economics. 

So  the  studies  worry  me  a  great  deal  as  to  their  authority.  I  was 
rather  pleased  to  note  this  morning's  paper  notes  the  Nobel  Prize 
is  given  to  two  Americans  in  economics,  and  it  notes  that  these  are 
two  economists  who  have  been  engaged  in  trying  to  understand  the 
past,  and  the  story  says,  "In  recent  years,  though,  the  Nobel  Com- 
mittee has  recognized  scholars  who  favor  the  nitty-gritty  of  fact  as 
well  as  those  preferring  the  abstract  elegance  of  theory." 

I  submit  to  you  that  what  you  have  in  the  studies  is  "the  ab- 
stract elegance  of  theory,"  and  I  argue  for  the  understanding  of  our 
experience.  The  experience  is  that  the  maquiladora  system  has 
drawn  over  2,000  plants  to  that  area,  near  600,000  jobs,  paying  70 
cents  less  than  the  average  rate  in  Mexico— jobs  that  might  other- 
wise be  in  the  United  States. 

The  experience  is  that  in  the  years  from  1986  to  1991,  the  num- 
ber of  those  plants  in  the  maquiladoras  more  than  doubled. 

What  reason  is  there  to  believe  that  absent  any  action  on  our 
part,  that  is  going  to  change?  And  then  I  add  to  that  the  fact  that 
if  you  then  make  it  even  more  attractive  to  invest  in  Mexico,  if  you 
protect  even  more  American  investment  in  Mexico,  why  wouldn't 
you  believe  that  that  number  is  going  to  go  higher?  It  defies  all 
logic  to  me  to  assume  that  that  is  not  going  to  happen. 

The  Chairman.  Finally,  I  think  you  touched  on  in  your  state- 
ment, and  maybe  you  would  like  to  elaborate,  on  what  kind  of 
agreement  labor  would  have  taken,  and  what  are  the  provisions. 
You  have  outlined  that  briefly  in  your  earlier  comments,  but  maybe 
you  would  like  to  elaborate  now,  or  provide  that  for  the  record. 

Mr.  Donahue.  Sure.  Senator,  the  AFL-CIO  back  from  World  War 
II,  in  this  period  that  is  now  being  analyzed  as  the  success  story 
of  free  trade,  supported  free  trade.  We  were  early  on  supporters 
from  the  World  War  II  years  on.  Around  1969,  we  said,  you  know, 
there  is  something  very  strange  going  on  here,  because  free  trade — 
that  is  us;  nobody  else  is  practicing  it  in  the  same  fashion — because 
we  saw  Japan,  we  saw  the  European  Community  erecting  barriers 
to  us,  and  dozens  of  other  nations. 

We  then  began  to  argue  the  proposition  of  fair  trade  and  believed 
that  we  ought  to  negotiate  fairly  with  people,  we  ought  to  seek  to 
reduce  tariff  barriers,  we  ought  to  seek  to  reduce  nontariff  barriers, 
we  ought  to  enlarge  the  flow  of  commerce  in  the  world — but  it 
ought  to  be  done  under  fair  and  reciprocal  conditions. 

In  the  specifics  of  a  Mexico  agreement,  we  look  at  an  economy 
that  is  always  cited  as  only  5  percent  of  ours;  its  wage  rates  are 
about  one-sixth  or  one-seventh  or  one-eighth  of  ours.  It  lives  at  a 
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level  of  existence,  unfortunately,  which  is  probably  one-fifth  or  one- 
tenth  of  ours. 

We  would  like  to  see  improvement.  We  have  argued  for  years  the 
U.S.  obligation  not  assist  Mexico  and  other  nations  around  the 
world,  and  we  have  spent  considerable  substance  in  efforts  to  ad- 
vance the  interests  of  working  people  around  the  world. 

We  would  argue  along,  I  think,  with  Congressman  Gephardt,  for 
the  gradual  evolution  of  these  trading  relationships  with  Mexico. 
We  would  argue  for  the  putting  in  place  by  Mexico  of  certain  condi- 
tions which  will  make  it  likely  that  workers'  opportunities  will  be 
enhanced,  and  let  us  judge  the  success  of  that  effort. 

We  have  put  600,000  U.S.  jobs  in  Mexico.  I  submit  to  you  they 
have  not  improved  the  standard  of  living  of  Mexican  workers.  They 
have  improved  the  standard  for  those  600,000  unarguably;  they 
had  no  jobs,  perhaps.  But  they  have  not  improved  the  conditions 
of  the  Nation. 

There  are  other  problems  within  the  Nation  in  terms  of  its  abil- 
ity to  enforce  its  labor  laws  and  its  social  laws,  that  it  ought  to  ad- 
dress; we  ought  to  give  it,  and  the  international  agencies  ought  to 
give  it  all  the  help  we  can  to  improve  its  ability  to  manage  itself. 
We  ought  then  to  gradually  reduce  the  tariff  arrangements,  reduce 
the  nontariff  barriers  which  exist.  That  is  a  chore  much  larger  for 
Mexico  than  for  us.  We  have  done  more  than  our  share  in  terms 
of  reducing  U.S.  tariffs  and  giving  Mexico  access  to  our  markets. 
I  do  not  think  we  need  to  do  more  at  this  time. 

The  Chairman.  Senator  Kassebaum. 

Senator  Kassebaum.  Mr.  Donahue,  you  have  heard  this,  I  am 
sure,  many  times,  that  nothing  prevents  jobs  supposedly  at  risk  by 
NAFTA  from  being  moved  to  Mexico  now.  Is  that  right  or  wrong? 

Mr.  Donahue.  I  think  that  is  both,  Senator.  I  think  it  is  correct, 
but  it  is  wrong.  It  is  correct,  but  it  is  wrong.  You  ought  to  do  some- 
thing about  it.  We  ought  to  address  the  incentive  that  are  provided 
to  American  companies  to  invest  abroad.  We  ought  to  think  about 
disincentives  to  invest  abroad. 

Senator  Kassebaum.  Well,  shall  we  carry  that  to  other  countries 
as  well?  It  is  not  just  Mexico.  I  mean,  more  of  our  companies  are 
moving  to  the  Near  East  and  so  forth  than  to  Mexico. 

Mr.  Donahue.  Yes. 

Senator  Kassebaum.  And  we  really  cannot  go  all  around  the 
world  and  impose  our  own  labor  standards,  can  we? 

Mr.  Donahue.  Well,  we  tried  in  the  Uruguay  Round,  as  you  well 
know,  Senator.  This  Congress  instructed  the  USTR  to  attempt  to 
make  labor  rights  a  negotiating  item  in  the  Uruguay  Round,  and 
we  got  no  takers  on  that  offer. 

Senator  Kassebaum.  That  is  right. 

Mr.  Donahue.  The  opposition  was  led  by  Mexico  and  India.  That 
should  not  be  forgotten. 

We  tried  in  the  Uruguay  Round  to  provide  labor  rights  as  a  gen- 
eral standard,  some  general  standards,  and  it  failed. 

Senator  Kassebaum.  I  would  argue  it  does  give  us  a  forum,  and 
we  may  even  lose  that,  I  think,  if  indeed  we  fail  to  approve 
NAFTA. 

Let  me  go  ahead  and  ask  you,  as  you  know,  BMW  and  Mercedes 
have  decided  to  build  plants  in  the  United  States.  Now,  if  low 
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wages  are  such  an  incentive  to  go  to  Mexico,  why  didn't  they  go  to 
Mexico? 

Mr.  Donahue.  You  might  equally  ask  why  did  they  go  to  South 
Carolina.  Why  not  Michigan?  You  would  find  much  more  expertise, 
I  would  think,  in  terms  of  the  skills,  the  high  skills,  that  are  avail- 
able in  Michigan. 

Senator  Kassebaum.  But  they  came  to  the  United  States. 

Mr.  Donahue.  There  are  probably  a  greater  number  of  high-skill 
people  available  in  Michigan  to  build  cars  than  in  South  Carolina. 

Senator  Kassebaum.  Well,  I  would  have  liked  to  have  had  them 
come  to  Kansas,  but  nevertheless  they  came  to  the  United  States, 
so  why 

Mr.  Donahue.  I  would  certainly  argue  it  is  good  business  judg- 
ment on  their  part.  They  have  decided  that  they  want  to  build  a 
quality  car  in  the  United  States.  I  do  not  know  a  thing,  Senator, 
about  where  they  are  going  to  get  their  parts,  where  they  are  going 
to  buy  wire  harness  from,  where  they  are  going  to  buy  radios  from, 
where  they  are  going  to  buy  all  of  the  other  components  from.  I  be- 
lieve they  will  shift  a  good  bit  of  it  from  Germany.  Whether  they 
will  source  outside,  I  just  do  not  know. 

But  it  is  significant.  We  have  gained  whatever  that  is;  it  is  prob- 
ably several  thousand  jobs  between  those  two  plants.  GM  reported 
it  has  brought  back  1,000  jobs.  If  we  add  all  that  up,  it  is  pretty 
impressive,  except  that  GM  is  also  downsizing  and  losing  75,000 
jobs.  GM  has  about  65,000  jobs  in  those  maquiladoras.  So  the  num- 
bers do  not  quite  balance  out  for  us. 

Senator  Kassebaum.  But  let  me  just  say  that  if  we  do  not  move 
in  an  aggressive  way  to  expand  our  markets  abroad,  others  are 
going  to  be  there.  It  does  seem  to  me  that  we  gain  from  the  ability 
to  be  aggressive  in  expanding  our  international  markets.  I  worry 
that  if  we  do  not  approve  NAFTA,  Japan  will  take  advantage  of 
that  market,  others  will  take  advantage  of  that  market,  and  be 
able  to  utilize  that  market  right  across  our  border  in  a  much  more 
aggressive  manner.  Does  that  not  concern  you? 

Mr.  Donahue.  It  is  not  any  greater  concern  than  their  ability  to 
do  precisely  that  under  the  NAFTA.  The  judgment  a  Japanese 
manufacturer  will  make  is,  "Should  I  come  to  the  United  States 
and  pay  $16  an  hour,  or  should  I  go  to  Mexico  and  pay  $2  an 
hour?"  since  there  is  no  tariff  and  this  is  one  market  now,  assum- 
ing NAFTA  is  passed.  Why  shouldn't  he  go  to  Mexico?  Why  should 
he  come  to  the  United  States?  Why  not  go  to  Mexico? 

Senator  Kassebaum.  I  think  because  the  Japanese  recognize  the 
value  of  infrastructure,  of  skilled  labor,  and  of  readily  available 
markets.  It  just  seems  to  me  we  cannot  fear — you  say  in  your  com- 
ments it  is  too  big  a  gamble — I  am  just  saying  we  have  got  to  be 
prepared  to  take  that  gamble. 

I  know — and  this  is  not  so  much  in  the  labor  markets — but  in  ag- 
riculture— and  there  are  just  as  many  Kansans  who  are  skeptical 
of  this  as  anybody — but  they  will  gain  substantially.  We  have  al- 
ready since  1987,  when  markets  opened  up,  seen  our  products  dou- 
ble in  revenue  in  Kansas  from  what  they  were,  and  I  think  that 
is  a  given.  Nevertheless  there  are  fears  that  have  been  expressed, 
and  we  seem  to  be  unable  to  overcome  the  fact  that  you  can  prove 
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that  wheat  will  probably  double  in  potential  exports,  as  well  as 
corn  and  other  products. 

So  I  would  just  toss  that  out,  that  there  has  been  a  concerted 
drumbeat  of  opposition  to  this,  and  I  happen  to  be  on  the  side  of 
believing  it  is  worth  taking  the  risk. 

Mr.  Donahue.  I  do  not  mean  to  be  argumentative,  but  the  sales 
of  wheat  and  corn  are  certainly  going  up.  The  point  that  Phil  Mar- 
tin makes  in  his  study  is  that  it  is  those  exports  into  Mexico,  the 
increased  export  of  those  agricultural  products  into  Mexico,  which 
will  drive  the  illegal  immigration  into  the  United  States. 

On  your  point  about  why  would  Japan  not  come  to  the  United 
States  for  all  this  high-skill  labor,  I  submit  to  you  that  Volks- 
wagen, Ford,  Chrysler,  and  a  Japanese  truck  producer — I  think  it 
may  be  Toyota,  but  I  am  not  sure — all  now  produce  in  Mexico, 
using  Mexican  workers,  and  they  seem  quite  satisfied  with  it.  Cer- 
tainly, Ford  and  Chrysler  seem  satisfied  with  it. 

I  submit  on  the  question  of  our  exports  doubling,  you  have  to 
look  behind  the  numbers;  they  are  doubling  in  terms  of  capital 
goods,  and  they  have — quiet  as  it  has  been  kept — they  have  halved 
in  the  first  6  months  of  1993;  they  are  half  of  what  they  were  in 
1992.  All  of  the  proponents  keep  talking  about  the  1992  figure. 
Well,  we  are  into  1993,  the  first  6  months  are  available,  and  our 
exports  to  Mexico  are  half  of  what  they  were — running  at  the  rate 
of  half  of  what  they  were  in  1993. 

Senator  Kassebaum.  And  I  would  just  suggest  that  perhaps  that 
is  due  to  our  own  uncertain  outlook  on  the  economy  and  also  the 
uncertainty  regarding  NAFTA. 

Mr.  Donahue.  Maybe. 

Senator  Kassebaum.  I  think  a  lot  of  decisions  have  been  on  hold 
to  see  what  might  happen. 

Thank  you  very  much. 

Mr.  Donahue.  Thank  you. 

The  Chairman.  Senator  Pell. 

Senator  Pell.  Thank  you,  Mr.  Chairman. 

Mr.  Donahue,  how  do  you  account  for  the  change  of  heart  of 
labor?  After  World  War  II,  I  usually  found  myself  in  very  much  the 
same  position  as  organized  labor.  At  that  point,  labor  was  very 
much  behind  free  trade,  and  now  it  has  changed  its  views  180  de- 
grees. What  is  the  reason  for  the  change? 

Mr.  Donahue.  Experience,  Senator,  observation.  We  looked  at 
trade  around  the  world.  We  heard  this  Nation  espousing  free  trade, 
and  we  saw  other  nations  espousing  it  for  us,  but  not  practicing  it 
themselves. 

I  submit  to  you  the  continuing  puzzle  to  me  is  that  we  are  cur- 
rently engaged  in  GATT  negotiations  with  the  European  Commu- 
nity which  has  for  all  of  these  years  kept  Japanese  auto  imports 
down  to  10  or  11  percent  in  the  EC,  with  amounts  varying  from 
I  think  two-tenths  of  one  percent  in  Italy  up  to  11  in  Germany. 
And  that  is  based  upon  the  fact  that  they  took  a  reservation  when 
they  joined  the  GATT. 

Now  they  have  renegotiated  that  agreement  with  the  Japanese, 
and  they  have  said,  "We  are  going  to  keep  you  to" — I  think  they 
are  going  to  let  them  go  to  16  percent  of  the  European  market  by 
the  year  2006.  And  we  are  going  to  rush  ahead  with  a  GATT  agree- 
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ment,  and  we  are  closing  our  eyes  totally  to  the  fact  that  the  Euro- 
peans have  taken  another  extension  of  this  exception,  and  we  do 
not  care.  We  do  not  care  that  they  are  locking  the  Japanese  out  of 
their  market.  I  submit  that  fact  has  a  lot  of  implications  for  us. 
The  Japanese  want  to  sell  cars.  If  they  cannot  sell  them  there,  they 
try  harder  to  sell  them  here.  It  is  that  simple. 

If  we  all  support  free  trade,  that  is  wonderful.  That  is  the  ideal 
world.  But  we  watched  the  Japanese  experience,  and  by  1969  we 
believed  there  was  a  problem  there.  Certainly,  in  the  last  decade, 
12  or  13  years,  everybody  knows  there  is  a  problem  with  Japan, 
and  we  have  tried  various  ways  to  fix  it.  We  have  decided  that  the 
Japanese  need  larger  living  quarters.  We  have  decided  that  they 
should  import  more  rice.  We  decided  they  had  barriers  that  we 
would  help  talk  them  out  of.  Nothing  seems  to  have  succeeded. 
They  are  still  running  enormous  trade  surpluses  with  us,  and  we 
go  on  espousing  free  trade. 

The  labor  movement,  beginning  in  1969  or  1970,  and  the  Con- 
gress simultaneously  in  that  year,  began  consideration  of  measures 
to  promote  fair  trade,  measures  to  insist  that  people  deal  more  fair- 
ly with  us.  Free  trade  is  a  fine  concept. 

I  share  Senator  Wofford's  concern  that  we  are  locked  into  words 
which  just  do  not  have  the  same  meaning  that  they  had  in  1945 
when  they  were  espoused  as  a  goal — a  goal  never  achieved.  We 
ought  now  to  be  talking  differently. 

Senator  Pell.  Then  I  gather  your  thought  is  that  side  agree- 
ments do  not  equalize  the 

Mr.  Donahue.  No,  not  at  all,  Senator.  Our  concerns  are  that  if 
you  are  going  to  merge  the  economies,  the  purchasing  markets — 
and  we  are  told  that  is  the  benefit  of  this  treaty,  is  that  we  will 
get  this  huge  consumer  market  of  poor  people — that  you  also  merge 
the  work  forces  and  make  it  possible  for  employers  to  choose  where 
they  are  going  to  work,  or  whom  they  are  going  to  employ. 

Our  concern  is  that  if  you  are  going  to  do  that,  then  you  ought 
to  look  to  equalizing  conditions.  There  has  been  a  great  emphasis 
in  the  environmental  community  and  among  all  of  those  who  are 
critics  of  this  agreement  on  "harmonization  upward."  That  is  the 
byword  of  environmental  concern,  is  "harmonization  upward."  I 
have  heard  no  one — no  one — speak  about  harmonization  upward  of 
working  conditions.  The  reason  for  it  is  obvious.  We  want  this 
agreement,  so  we  have  a  low-wage  production  platform. 

Nobody  wants  to  talk  about  bringing  the  wages  in  Mexico  up  to 
U.S.  levels.  That  is  contrary  to  the  whole  purpose  of  the  agreement. 
The  purpose  of  the  agreement  is  to  give  U.S.  manufacturers  a  low- 
wage  base,  a  low-wage  partner,  so  that  they  can  be  "competitive  in 
the  world." 

So  the  side  agreements  deal  with  peripheral  issues.  They  deal 
with  child  labor,  occupational  safety  and  health,  and  minimum 
wage  issues.  And  they  deal — excuse  me,  I  should  not  say  "they 
deal" — they  provide  for  enforcement  of  transgressions,  if  you  will, 
by  the  Mexican  Government  in  those  three  areas  only.  The  rest  of 
it  is  conversation.  We  will  consult  with  the  Mexicans  about  the  fact 
that  every  time  that  I  am  aware  of  that  workers  in  the 
maquiladoras,  for  example,  in  Tijuana  and  in  Juarez,  have  tried  to 
form  an  independent  union,  it  has  been  busted.  The  government, 
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one  way  or  another,  has  not  recognized  it.  The  agreement  does  not 
deal  with  the  pressure  that  the  maquiladora  association  appar- 
ently— that  it  claims  it  brought  upon  the  Mexican  Government  ar- 
rest Gonzales  and  take  him  out  of  Matamoros  at  the  time  when  he 
was  trying  to  negotiate  higher  wages  for  the  organized  workers 
there. 

The  agreement  does  not  deal  with  the  central  issues.  It  deals 
with  periphery. 

Senator  Pell.  And  finally,  what  is  your  understanding  as  to  why 
Germany  has  the  highest  wages?  Why  should  it  be  $16  per  hour, 
or  whatever  it  is,  compared  with  our  $12? 

Mr.  Donahue.  As  in  other  things  we  have  talked  about,  Senator, 
I  think  you  have  to  look  at  the  whole  mix  of  issues  that  makes  that 
true.  You  would  find  that  there  is  a  much,  much  smaller  tendency 
of  German  corporations  to  transfer  work  out  of  Germany  into  low- 
wage  nations.  You  would  find  a  much  greater  sense  on  the  part  of 
those  Germany  companies  of  a  commitment  to  the  German  Nation 
and  an  understanding  of  their  obligations  to  the  Nation  in  terms 
of  trying  to  maintain  employment  there. 

Germany  has  existed  with  a  full  employment  economy.  It  has 
had  to  bring  in  Turkish  workers  and  others  by  the  hundreds  of 
thousands  to  maintain  its  economy.  All  of  those  factors  together 
push  upward  on  wages  and  help  to  maintain  that  as  a  high-wage 
economy. 

I  do  not  believe  that  the  skill  mix  is  greatly  different  between 
Germany  and  the  United  States.  I  do  not  believe  that  their  natural 
resources  are  greater,  or  that  their  management  skills  are  much 
greater  than  ours.  I  think  there  are  other  factors  that  have  caused 
it. 

Senator  Pell  [presiding.]  Thank  you  very  much. 

Senator  Harkin. 

Senator  Harkin.  Thank  you,  Senator  Pell. 

Again,  I  understand  all  the  problems  of  the  side  agreement,  but 
I  was  interested  in  what  Secretary  Reich  said,  Mr.  Donahue.  He 
said  that  the  side  agreements,  when  NAFTA  is  passed,  will  be  in- 
corporated into  the  agreement  itself  and  have  the  full  force  and  ef- 
fect of  the  actual  agreement.  I  had  not  thought  about  that  before. 
I  still  do  not  think  that  is  quite  right.  But  do  you  have  any  obser- 
vations on  that? 

Mr.  Donahue.  Well,  the  labor  and  environmental  side  agree- 
ments— Senator,  the  answer  is  I  do  not  know  in  a  legal  sense 
whether  they  become  part  of  the  one  document,  or  whether  they 
continue  to  be  seen  as  appendices  to  the  document.  I  would  think 
the  latter  is  true.  But  the  side  agreements  provide  their  own  en- 
forcement process,  and  that  is  the  only  process.  That  process  does 
not  appear  anywhere  else  in  the  agreement  itself.  So  I  would  think 
they  probably  ought  to  be  judged  as  stand-alone  documents. 

Senator  Harkin.  I  will  have  to  figure  that  out. 

Second,  do  you  feel  that  the  Mexicans  really  have  to  give  up 
more  than  the  United  States?  In  other  words,  they  have  hign  tariff 
now  on  things  going  into  their  country,  and  we  have  no  tariffs  or 
very  low  tariffs  on  their  things  coming  in,  about  4  percent  average. 
So  therefore,  they  have  to  break  down  their  tariffs  going  into  their 
country. 
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It  would  seem  to  me  that  over  a  period  of  time — and  this  is  the 
argument  I  make  perhaps  on  the  side  of  NAFTA — over  a  period  of 
time,  as  their  wages  do  increase  somewhat,  we  will  be  selling  more 
and  more  consumer  goods  down  there.  It  is  hard  right  now  with 
high  Mexican  tariffs  on  items. 

So  again,  how  do  you  counter  that  argument  that  really,  the 
Mexicans  are  giving  up  more  than  we  are  giving  up  in  this  trade 
aErreement? 

Mr.  Donahue.  Well,  on  the  high  tariff  side,  yes,  some  of  their 
tariffs  are  high  on  some  goods,  and  they  will  come  down  under  the 
agreement  or  otherwise.  They  have  already  come  down  very  sub- 
stantially quite  without  the  agreement.  I  thought  I  had  figures 
here — Mexico  tariffs  on  a  lot  of  goods  were  almost  at  100  percent 
in  years  past.  The  tariffs  have  dropped  quite  considerably  over  the 
years,  and  obviously,  since  1986  dropped  even  more  seriously. 

The  consumer  goods  analysis,  I  submit  you  have  to  look  at  what 
we  are  talking  about  as  consumer  goods.  I  recall  a  discussion  on 
a  trip  to  Mexico  with  the  chief  executive  officer  of  one  of  the  major 
bakery  companies  in  the  United  States,  and  he  thought  this  was 
a  splendid  idea.  I  asked  him  did  this  mean  that  it  was  going  to 
open  Mexico  up  to  his  U.S.-made  product,  and  the  answer  was  that, 
oh,  no;  tastes  are  quite  different.  You  cannot  ship  sal  tines  from  the 
United  States  to  Mexico;  there  is  no  market  for  them.  You  make 
your  crackers  or  biscuits  or  whatever  in  Mexico. 

Well,  that  may  present  an  interesting  opportunity  for  the  stock- 
holders of  that  company,  but  it  does  not  do  a  thing  for  the  work 
force  of  the  United  States.  So  there  might  be  an  increase  in 
consumer  purchasing  power  in  Mexico  for  more  cookies,  but  they 
are  going  to  be  Mexican-made  cookies. 

In  terms  of  other  consumer  goods,  if  you  look  at  radios  and  elec- 
tronics, well,  we  are  not  going  to  start  making  televisions  again  or 
start  producing  all  of  the  equipment  that  is  now  made  in  those 
maquiladoras  and  shipping  it  to  Mexico.  The  Sanyo  plant  in  Ti- 
juana is  going  to  expand  its  production,  and  that  will  meet  some 
of  the  consumer  goods  market. 

Indeed,  there  is  some  discussion  about  the  effects  of  retail  stores. 
Senator  Kassebaum  cited  Wal-Mart  earlier.  I  was  in  discussion  yes- 
terday on  this  issue,  and  I  submit  that  there  is  an  interesting  ques- 
tion about  what  effect  this  will  have  on  retail  stores  along  the  bor- 
der who  now  speak  so  highly  of  the  expenditures  in  the  United 
States  of  dollars  from  the  maquiladoras  in  U.S.  communities. 

What  we  are  now  proposing  to  do  is  remove  the  need  for  those 
people  to  come  to  the  United  States  to  buy  because  they  are  not 

foing  to  do  that  anymore;  we  are  going  to  ship  U.S.  product  into 
lexico  without  tariff,  so  why  should  they  come  across  the  border 
to  buy  in  Wal-Mart  when  they  can  buy  in  Wal-Mart's  subsidiary  on 
the  Mexican  side  of  the  border. 

Again,  I  do  not  see  the  great  advantage  to  U.S.  employment  op- 
portunities in  that  kind  of  increase  in  their  ability  to  buy  consumer 
goods. 

So  if  you  were  devising  a  strategy  to  expand  the  sale  of  U.S. 
consumer  goods,  I  do  not  think  you  would  start  with  the  concept 
that  you  would  look  at  a  market  of  the  size  and  income  levels  of 
Mexico  as  your  most  likely  place  to  expand  the  sale  of  consumer 
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goods.  That  would  not  be  a  logical  judgment.  You  might  want  to 
ship  more  into  the  EC;  you  might  want  to  ship  where  the  money 
is. 

Senator  Harkin.  In  the  short  term,  you  may  be  right,  but  as  I 
said,  in  the  long-term,  you  have  a  heck  of  a  market  south  of  the 
border,  and  I  do  not  mean  just  Mexico;  I  am  talking  about  every- 
thing from  Mexico  down  to  the  tip  of  Chile.  And  when  you  look 
ahead  for  the  next  10  to  20  years,  in  that  period  of  time,  those 
could  be  tremendously  expanding  markets  for  us,  raising  standards 
of  living,  increasing  educational  levels  and  living  standards 
throughout  all  of  Latin  America,  and  that  could  bind  us  together 
in  the  kind  of  an  entity  that  the  EC  has  become. 

Again,  I  would  hope  that  we  would  look  further  down  that  road. 
Now,  you  are  right,  the  Mexican  market  may  not  be  much  for  our 
companies  in  the  United  States  right  now.  But  I  would  think  the 
producer  of  saltines  or  whatever  it  is  would  start  thinking  about 
what  to  start  making  that  fits  their  diet,  thinking  that  it  may  be 
a  small  market  now,  but  the  next  bounce  is  Uruguay,  then  Ven- 
ezuela, then  Brazil,  and  on  down  farther  south. 

So  there  is  also  a  foreign  policy  side  of  NAFTA  thing  that  bedev- 
ils me,  because  quite  frankly,  I  wish  we  had  had  a  different 
NAFTA  agreement  than  what  we  have,  but  faced  with  what  we 
have  now,  I  wonder  if  we  can  go  back  and  renegotiate.  That  is  the 
question  uppermost  in  my  mind.  Can  it  be  renegotiated,  in  good 
faith? 

I  remember  the  debate  on  the  Panama  Canal.  People  today  won- 
der what  was  all  the  hubbub  about  on  the  Panama  Canal,  but  ca- 
reers were  made  and  lost,  and  Senators  lost  their  seats  here  be- 
cause they  voted  for  the  Panama  Canal  treaty.  Today,  people  won- 
der what  that  was  all  about;  it  was  not  that  big  a  deal.  Well,  at 
the  time,  it  was  a  big  deal  in  Latin  America.  And  I  tend  to  think 
that  had  we  not  approved  the  turnover  of  the  Panama  Canal,  we 
would  have  had  much  more  unrest,  and  it  would  have  set  our  rela- 
tions in  Latin  America  back  another  20  years. 

What  bothers  me  now  is  that  NAFTA  seems  to  have  attained 
that  same  kind  of  high  level.  The  rhetoric  on  both  sides  has  pushed 
it  to  a  point  that  I  am  afraid  that  if  it  does  go  down,  it  may  set 
relationships  with  all  of  Latin  America  back  another  20  years.  That 
is  the  foreign  policy  part  of  it  that  bedevils  me,  and  if  you  want 
to  respond  on  that,  I  would  appreciate  your  comment. 

Mr.  Donahue.  I  think  that  is  a  real  concern.  I  would  just  note 
at  the  outset  we  supported  the  Panama  Canal  Treaty. 

Senator  Harkin.  I  had  forgotten  that;  I  did  not  know  that. 

Mr.  Donahue.  The  foreign  policy  aspects  of  this  are  hard,  and 
they  relate  to  this  question  of,  well,  you  have  to  take  what  is  here, 
or  else  the  Mexicans  will  be  so  angry  with  us  they  will  never  deal 
with  us  again,  and  so  forth. 

For  us,  it  is  easy  to  deal  with  that  issue.  We  said  at  the  inception 
of  these  negotiations,  this  is  a  bad  idea  and  should  not  be  pursued, 
and  we  have  been  rather  consistent  in  that  position.  We  said  it  was 
a  bad  idea  because  this  Nation  has  not  decided  whether  trading 
blocks  are  good  or  bad.  That  is  the  first  debate  we  need  to  have. 
We  have  always  aid  trading  blocks  are  bad,  and  we  ought  to  sup- 
port a  GATT  system.  Now  we  have  shifted,  and  we  are  thinking 
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much  more  kindly  about  our  trading  block  being  the  Northern  and 
Southern  Hemispheres.  Others  argue  for  the  trading  block  of  the 
Pacific  Basin.  That  is  a  whole  debate  that  ought  to  be  had. 

When  these  negotiations  started,  we  said  this  is  the  wrong  way 
to  begin.  And  the  result  is  that  we  have  signed  an  agreement  with 
Mexico  which,  if  given  effect,  would  require  that  all  three  partners 
agree  to  any  further  accessions  to  that  free  trade  agreement.  So  I 
read  that  as  saying  the  Mexicans  can  veto  anything  we  want  to  do 
to  bring  the  Guatemalans,  Nicaraguans,  Costa  Ricans,  or  the  rest 
of  Central  America  into  a  NAFTA  arrangement. 

The  Enterprise  for  the  Americas  Initiative,  I  always  thought  was 
badly  thought  out  and  was  in  conflict  with  the  effort  to  create  a 
NAFTA  with  Mexico.  I  think  what  we  ought  to  do  is  pull  away 
from  the  NAFTA  and  rethink  this  whole  process,  and  if  we  decide 
that  it  is  in  our  interest  to  create  that  trading  block  in  the  North- 
ern and  Southern  Hemispheres,  then  we  ought  to  begin  to  do  that. 

Is  it  perhaps  an  exaggeration  to  say,  but  what  we  would  do  with 
NAFTA  is  to  make  Mexico  our  broker  for  the  rest  of  Central  and 
Latin  America.  Mexico  is  busy  negotiating  free  trade  agreements. 
It  has  negotiated  several  already  with  other  countries.  I  do  not 
know  what  the  effect  of  those  agreements  is.  I  do  not  know  how 
you  deal  with  content  under  that  arrangement.  How  do  you  deter- 
mine that  this  is  North  American  content  if  it  moves  from  one  free 
trade  agreement  into  another  free  trade  zone?  Is  that  allowed,  or 
can  we  nave  a  60  percent  North  American  content  which  includes 
10  percent  from  Venezuela?  I  just  do  not  know  how  we  are  going 
to  deal  with  that,  and  I  submit  no  one  does.  Nobody  has  examined 
those  issues. 

Senator  Harkin.  Those  questions  have  not  been  answered. 

Mr.  Donahue.  No,  sir. 

Senator  Harkin.  Thank  you,  Mr.  Donahue. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  Thank  you  very  much  for  your  enormously  help- 
ful and,  I  think,  incredibly  informed  response.  You  bring  an  exper- 
tise to  this  issue  which  has  certainly  been  very  helpful,  and  we 
very  much  appreciate  your  presence  here  today,  and  will  leave  the 
record  open  for  questions  as  well. 

Thank  you. 

Mr.  Donahue.  Thank  you,  Mr.  Chairman. 

The  Chairman.  Our  final  panel  consists  of  four  distinguished 
economists,  two  of  whom  support  the  NAFTA  agreement  and  two 
of  whom  are  opposed.  All  four  have  spent  considerable  time  study- 
ing the  potential  impacts  of  NAFTA,  and  we  appreciate  their  will- 
ingness to  share  the  benefits  of  their  thinking  with  us. 

Jeffrey  Schott  is  a  senior  fellow  at  the  Institute  for  International 
Economics  in  Washington,  DC,  an  advocate  for  NAFTA.  Mr.  Schott 
is  the  author  of  several  recent  books  and  publications  on  the  sub- 
ject. 

Nora  Lustig  is  a  senior  fellow  in  the  foreign  policy  studies  pro- 
gram at  The  Brookings  Institute.  She  formerly  served  on  the  fac- 
ulty of  El  Collegio  del  Mexico  in  Mexico  City. 

Harley  Shaiken  is  currently  a  visiting  professor  in  the  program 
of  social  and  cultural  studies  at  the  University  of  California  at 
Berkeley,  and  is  on  the  faculty  of  the  University  of  California  at 
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San  Diego,  and  specializes  in  issues  of  work  technology  and  produc- 
tivity in  global  production. 

Finally,  Robert  Blecker  is  an  associate  professor  of  economics 
here  in  Washington  at  American  University.  He  has  just  finished 
a  literative  study  on  the  effects  of  North  American  trade  on  U.S. 
manufacturing  employment.  He  is  a  student  of  Dr.  Lustig's,  as 
well 

Mr.  Schott. 

STATEMENTS  OF  JEFFREY  J.  SCHOTT,  SENIOR  FELLOW,  INSTI- 
TUTE FOR  INTERNATIONAL  ECONOMICS,  WASHINGTON,  DC; 
NORA  LUSTIG,  SENIOR  FELLOW,  FOREIGN  POLICY  STUDIES 
PROGRAM,  THE  BROOKINGS  INSTITUTION,  WASHINGTON, 
DC;  ROBERT  A.  BLECKER,  ASSOCIATE  PROFESSOR  OF  ECO- 
NOMICS, THE  AMERICAN  UMVERSITY,  AND  RESEARCH  AS- 
SOCIATE, ECONOMIC  POLICY  INSTITUTE,  WASHINGTON,  DC; 
AND  HARLEY  SHAIKEN,  VISITING  PROFESSOR,  UNRTCRSITY 
OF  CALIFORNIA  AT  BERKELEY,  BERKELEY,  CA 

Mr.  Schott.  Thank  you,  Mr.  Chairman. 

I  would  expect  in  the  interest  of  time,  you  would  like  me  to  make 
a  very  brief  introduction. 

The  Chairman.  Fine.  We  will  include  all  of  your  full  statements 
in  the  record.  I  think  most  of  you  have  picked  up  on  a  lot  of  the 
questions  raised  here — they  are  not  all-encompassing — but  you 
have  all  been  here,  and  to  the  extent  that  you  can  take  up  those 
themes  and  address  them  in  your  response  in  ways  that  you  think 
would  be  most  useful  to  the  committee,  we  would  appreciate.  But 
obviously,  please  proceed  in  whatever  way  you  think  is  most  effec- 
tive. You  all  have  significant  expertise  in  different  areas,  and  we 
want  to  be  able  to  draw  on  that  as  well. 

Thank  you. 

Mr.  Schott.  Thank  you,  Senator. 

It  will  actually  be  very  easy  for  me  to  summarize  my  written 
statement  and  the  discussion  that  has  been  put  forward  already 
today,  because  most  of  the  arguments  in  my  statement  have  been 
forcefully  and  superbly  argued  by  Secretary  Reich.  I  think  he  did 
a  superb  job  in  answering  your  questions  and  indeed  made  many 
of  the  points  in  his  testimony  that  are  included  in  my  testimony 
today. 

So  for  that  reason,  let  me  just  summarize  a  few  of  the  key  points 
that  I  think  have  come  out.  First,  the  NAFTA  is  not  a  perfect  docu- 
ment. I  do  not  think  anyone  who  has  ever  negotiated  a  trade  agree- 
ment, as  I  and  many  other  have,  will  sav  that  agreements  cannot 
be  improved,  and  indeed,  there  is  ample  scope  in  the  future  to 
build  on  the  NAFTA  and  particularly  building  on  the  side  agree- 
ments that  have  provided,  I  believe,  an  important  first  step  in  es- 
tablishing the  basis  for  ongoing  improvements  in  rights  and  obliga- 
tions that  countries  undertake  with  regard  to  labor  and  environ- 
mental issues. 

So  it  is  not  a  perfect  document,  but  I  think  the  key  question  that 
has  been  asked  today  and  that  I  ask  in  my  testimony  is  are  we  bet- 
ter off  with  the  NAFTA  as  it  exists  over  the  existing  situation,  or 
are  we  worse  off.  And  our  economic  analysis  that  we  have  done,  in- 
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eluded  in  several  books,  indicates  that  the  NAFTA  will  provide 
small  but  positive  benefits  for  U.S.  trade  and  employment. 

What  is  the  cost?  That  is  an  important  question  that  Tom 
Donahue  has  raised.  NAFTA  basically  requires  very  little  change 
in  existing  U.S.  policies.  It  is  indeed  one  of  the  most  lopsided  trade 
agreements  that  we  have  ever  negotiated.  The  NAFTA  is  primarily 
about  what  Mexico  has  to  do  to  join  the  U.S.-Canada  free  trade 
club.  It  is  about  levelling  the  playing  field  in  North  America  to  our 
advantage.  It  requires  Mexico  to  become  as  open  to  U.S.  firms  as 
the  U.S.  market  already  is  to  Mexican  firms,  because  basically, 
apart  from  agriculture,  where  both  the  U.S.  and  Mexico  commit  to 
very  comprehensive  reforms,  U.S.  concessions  are  modest.  Mexico 
already  receives  substantial  preferences.  We  have  already  ex- 
panded quotas  on  Mexican  textiles,  steel,  and  clothing  in  the 
1980's.  Most  of  those  quotas  do  not  really  affect  trade. 

So  in  large  part,  the  U.S.  commitments  under  NAFTA  entail  the 
continuation  of  our  policies.  So  one  of  the  questions  that  has  been 
raised,  and  Tom  Donahue  alluded  to  it,  is  do  we  want  to  continue 
those  policies,  or  do  we  want  to  remove  the  preferences  that  we 
give  Mexico?  That  is  a  protectionist  option  that  has  not  been  stated 
that  clearly  in  the  debate  so  far. 

The  work  that  Hufbauer  and  I  have  done  at  the  Institute  for 
International  Economics  suggests  that  the  NAFTA  will  create 
about  170,000  new  jobs  on  balance.  These  are  the  figures  that  Tom 
Donahue  cited.  These  comprise  the  creation  of  about  320,000  new 
jobs  over  about  a  5-year  period,  displacement  of  about  150,000  jobs, 
leading  to  the  net  numbers. 

I  should  note  that  the  latest  U.S.-Mexican  bilateral  trade  statis- 
tics, which  were  incorrectly  cited  by  Tom  Donahue  in  the  last 
panel — we  actually  have  had  a  decrease  this  year  in  our  bilateral 
trade  balance  with  Mexico.  Our  bilateral  trade  surplus  has  gone 
down  because  of  the  current  Mexican  growth  recession,  but  our  ex- 
ports continue  to  rise  on  an  absolute  basis.  But  looking  at  those 
statistics,  they  suggest  that  our  projections  which  were  first  made 
several  years  ago  are  right  on  track  when  allowance  is  made  for 
the  current  Mexican  growth  recession. 

The  question  of  what  to  do  with  the  displaced  workers  I  think 
is  an  important  issue.  It  is  one  that  deserves  prominent  attention 
by  the  Congress  and  the  administration,  and  I  am  glad  that  Sec- 
retary Reich  is  beginning  to  come  forward  with  proposals  to  deal 
with  both  the  comprehensive  reforms  of  U.S.  labor  adjustment  pro- 
grams that  are  badly  needed  as  well  as  a  specific  program  targeted 
to  NAFTA  dislocated  workers,  at  least  over  the  short  term. 

I  should  note,  however,  that  when  Tom  Donahue  says  that  the 
numbers  that  he  has  seen  from  Secretary  Reich  amount  to  a  puny 
program,  that  in  our  most  import-sensitive  sectors,  where  we  would 
expect  the  job  dislocations,  the  NAFTA  provides  some  protection  al- 
ready in  terms  of  extended  phaseout  of  our  protection.  So  that  we 
would  not  expect  the  job  dislocations  to  be  front-loaded,  but  rather 
back-end-loaded  as  the  most  sensitive  products  are  liberalized  to 
the  last. 

So  that  having  a  short-term  NAFTA-related  program  until  the 
more  broad,  comprehensive  labor  adjustment  reforms  are  intro- 
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duced,  I  think  is  a  logical  approach  and  one  that  would  not  be  per- 
haps as  costly  as  Tom  Donahue  suggests. 

So  in  sum,  let  me  skip  over  the  arguments  that  have  been  made 
very  well  by  Secretary  Reich  and  note  that  the  changes  that  the 
NAFTA  will  require  in  Mexican  policies  will  have  a  small  but  bene- 
ficial effect  on  U.S.  trade  and  employment,  very  little  impact  on 
what  is  going  on  already,  very  little  additional  impact  on  what  is 
going  on  in  the  U.S.  market.  A  trade  agreement  that  requires  very 
little  change  in  our  own  policies  will  have  only  a  minor  impact  on 
a  $6  trillion  economy  and  on  U.S.  labor  conditions. 

That  is  not  to  dismiss  the  serious  problems  that  have  been  raised 
and  discussed  so  far  today  in  these  discussions,  but  it  is  to  say  that 
the  NAFTA  really  has  only  a  very  small  impact  on  the  ongoing 
problems  facing  U.S.  workers. 

In  light  of  that,  I  think  the  Congress  confronts  three  options.  The 
first  is  to  ratify  the  NAFTA  This  option  recognizes  that  the 
NAFTA  is  not  a  cure-all  for  U.S.  economic  ills,  but  can  help  im- 
prove conditions,  especially — and  I  underscore  this — especially 
when  taken  in  conjunction  with  domestic  economic  reforms.  I  think 
that  has  a  much  broader  impact  on  the  problems  that  we  are  all 
discussing  and  concerned  about. 

The  second  option  is  to  reject  the  NAFTA.  This  option  does  noth- 
ing to  change  the  existing  situation  and  could  possibly  worsen  the 
low-wage  competition  for  Mexican  firms  and  workers  if  it  undercuts 
the  ongoing  Mexican  reform  program.  I  tend  to  agree  with  Sec- 
retary Reich  that  there  is  very  little  prospect  for  renegotiation,  so 
the  "Not  this  NAFTA"  option  is  not  really  on  the  table  for  the  fore- 
seeable future,  at  least,  and  the  EC  model  is  not  an  appropriate 
model  to  base  that  "Not  this  NAFTA"  option,  because  while  one  can 
argue  about  the  benefits  of  some  EC  programs,  they  come  at  a  very 
high  cost  in  terms  of  both  the  sovereignty  that  the  individual  mem- 
bers of  the  European  Community  cede  to  super-regional  bodies,  and 
in  terms  of  cost,  in  terms  of  the  fiscal  transfers  that  the  rich  re- 
gions send  to  the  poor  regions  to  help  them.  I  think  both  the  sov- 
ereignty and  the  financial  concerns  would  not  sit  well  with  many 
members  of  the  Congress. 

The  final  option  is  to  reject  the  NAFTA  and  reinstitute  U.S. 
trade  barriers.  I  think  this  is  the  ultimate  goal  of  U.S.  labor  as  it 
has  been  expressed  for  many  years,  it  is  the  goal  of  Ross  Perot,  to 
rescind  the  existing  preferences  and  raise  new  barriers  to  protect 
U.S.  industries.  I  think  this  would  make  U.S.  firms  less  competi- 
tive, and  I  think  President  Clinton  recognized  the  costs  of  such  an 
approach  and  rightly  argued  that  we  should  compete,  not  retreat. 

So  based  on  these  three  options,  I  think  the  first  option,  espe- 
cially if  complemented  with  reform  of  U.S.  labor  adjustment  pro- 
grams, is  a  vote  for  change  that  will  benefit  U.S.  trade  and  employ- 
ment, and  I  believe  it  is  the  best  option  before  the  Congress  to  rat- 
ify the  NAFTA. 

Thank  you. 

The  Chairman.  Thank  you  very  much. 

[The  prepared  statement  of  Mr.  Schott  follows:] 
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Prepared  Statement  of  Jeffrey  J.  Schott 

NAFTA  and  Its  Impact  on  US  Trade  and  Employment 

The  North  American  Free  Trade  Agreement  (NAFTA)  has  been  the  focus  of  a  ran- 
corous public  debate  in  the  United  States  since  the  initiation  of  talks  in  the  Spring 
of  1991.  The  NAFTA  has  become  a  lightning  rod  for  grievances  about  the  US  econ- 
omy, particularly  the  jobless  recoverjr  and  the  falling  real  wages  of  low-skilled  U.S. 
workers  during  the  1980's.  To  be  sure,  the  critics  of  NAFTA  cite  serious  and  long- 
standing problems  confronting  US  industry  and  labor — but  these  ills  predate  the 
NAFTA  and  will  persist  whether  or  not  the  NAFTA  is  ratified  by  the  United  States. 

What  is  most  striking  about  the  NAFTA  debate  is  how  little  attention  is  paid  to 
the  provisions  of  the  agreement  itself.  One  hears  scant  mention  of  the  basic  ques- 
tions confronting  the  Congress:  what  changes  will  the  NAFTA  require  in  existing 
US  policies?  and  will  the  United  States  be  better  off  with  or  without  the  pact? 

My  testimony  this  morning  will  address  these  "simple"  questions.  Because  the  an- 
swers too  often  get  lost  in  the  barrage  of  statistics  that  proponents  and  critics  of 
the  pact  fire  past  each  other,  I  will  first  summarize  what  the  NAFTA  actually  does, 
and  then  present  three  policy  options  before  the  Congress,  i 

The  NAFTA:  Executive  Summary 

In  mercantilist  terms,  the  NAFTA  is  probably  the  most  onesided  and  unbalanced 
agreement  that  the  United  States  has  ever  negotiated.  The  2000-odd  pages  of  the 
NAFTA  primarily  spell  out  what  Mexico  must  do  to  join  the  Canada-US  free  trade 
club.  In  essence,  the  NAFTA  levels  the  North  American  playing  field,  to  the  US  ad- 
vantage. The  pact  requires  the  Mexican  market  to  become  as  open  to  US  firms  as 
the  US  market  already  is  open  to  Mexican  firms. 

In  brief,  the  NAFTA  requires  Mexico  to  open  its  protected  market  to  US  and  Ca- 
nadian firms,  and  to  radically  reform  its  intellectual  property,  investment,  and  serv- 
ices laws  and  regulations.  Apart  from  agriculture,  where  both  sides  commit  to  com- 
prehensive trade  reforms,  US  concessions  are  modest,  since  Mexico  already  has  rel- 
atively unfettered  access  to  the  US  market  due  to  special  tariff  provisions  and  the 
expansion  of  US  quotas  on  Mexican  imports  of  steel,  textiles,  and  clothing  in  the 
late  1980s. 

In  large  part,  US  commitments  under  NAFTA  entail  the  continuation  of  US  poli- 
cies and  tariff  preferences  for  Mexico.  With  a  few  exceptions  (notably  in  fruits  and 
vegetables),  NAFTA  reforms  require  little  change  in  existing  US  laws,  regulations, 
and  policies.  Thus,  the  accord  should  not  impose  substantial  adjustment  burdens  on 
the  US  economy. 

NAFTA  and  Jobs 

The  "jobs  debate"  has  been  marked  by  hyperbole  on  both  sides.  The  trade  pact 
is  not  primarily  about  increasing  US  employment  as  a  few  over-enthusiastic  pro- 
ponents claim,  but  neither  does  it  pose  a  threat  to  US  workers  as  the  critics  assert. 

Increased  trade  with  Mexico  will  continue  to  boost  US  trade  and  employment,  but 
the  overall  impact  will  be  very  small  as  a  percentage  of  total  US  trade  and  the  total 
US  labor  force.  This  result  should  not  be  surprising  given  the  disparities  in  size  and 
development  of  the  two  economies:  Mexican  GDP  is  less  than  5  percent  that  of  the 
United:  States  and  trade  with  Mexico  accounts  for  only  7  percent  of  total  US  trade. 

Gary  Hufbauer  and  I  conclude  that  the  NAFTA  will  exert  a  small  but  positive  ef- 
fect on  the  US  jobs  picture.  From  a  base  year  of  1990,  we  project  that  the  agreement 
(in  conjunction  with  the  continuation  of  Mexico's  domestic  economic  reforms)  will, 
over  a  period  of  five  years,  create  about  320,000  gross  new  jobs  in  the  United  States, 
and  will  displace  about  150,000  workers,  resulting  in  about  170,000  net  new  US 
jobs.  The  latest  US-Mexico  bilateral  trade  statistics  suggest  that  these  projections 
are  on  track,  especially  once  allowance  is  made  for  the  current  downturn  in  Mexican 
growth  resulting  from  severe  anti-inflation  policies. 2 

Under  NAFTA,  the  volume  of  trade  in  both  directions  will  rise  dramatically,  and 
increased  two-way  trade  between  the  United  States  and  Mexico  will  cause  employ- 
ment to  shift  within  and  between  US  industries.  These  changes  will  affect  the  com- 
position of  US  jobs,  and  thus  heighten  the  anxieties  felt  by  many  US  workers.  But 
the  magnitudes  of  both  job  gains  and  losses  will  be  small  in  relation  to  the  overall 
economy. 


iThis  statement  is  based  on  ongoing  research  by  Gary  Hufbauer  and  Jeffrey  J.  Schott,  and 
draws  heavily  on  their  revised  edition  of  NAFTA:  An  Assessment,  published  by  the  Institute 
for  International  Economics  in  October  1993,  and  on  "NAFTA:  Rx  for  North  America",  in  For- 
eign Policy  (winter  1993/94). 

a  Gary  Clyde  Hufbauer  and  Jeffrey  J.  Schott,  NAFTA:  An  Assessment,  Washington:  Institute 
for  International  Economics,  revised  edition,  October  1993. 
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The  job  gains  cited  above  are  only  a  small  percentage  of  the  110  million  persons 
in  the  US  labor  force.  But  the  job  losses  are  also  small.  Compared  to  the  9  million 
workers  displaced  from  their  jobs  during  the  period  1985-1990,  job  losses  potentially 
attributed  to  the  NAFTA  represent  less  than  2  percent  of  the  total  job  dislocations 
that  normally  occur  in  the  US  economy  over  a  five-year  period. 

The  major  cause  of  job  dislocations  in  the  US  economy  is  technological  innovation, 
not  trade  liberalization.  US  industries  constantly  need  to  develop  new  or  improved 
products  and  adapt  to  changing  tastes — and  the  pace  of  innovation  is  now  reaching 
deep  into  the  ranks  of  white  collar  and  middle  management  jobs.  In  short,  the  US 
labor  market  is  churning  and  adjusting  at  a  rapid  pace;  the  NAFTA  is  only  a  small 
part  of  a  major  revolution  in  the  US  labor  force — a  revolution  that  will  destroy  and 
create  tens  of  millions  of  jobs  in  the  decades  ahead. 

Mitigating  the  pervasive  US  labor  adjustment  problem  should  be  a  high  priority 
of  US  economic  policy.  Workers  who  lose  their  jobs,  and  are  unable  or  unqualified 
to  meet  the  requirements  of  the  jobs  being  created,  should  have  help  in  finding  new 
employment. 

The  Clinton  administration  is  now  considering  how  to  best  deal  with  longstanding 
US  labor  adjustment  issues,  and  whether  to  propose  a  program  specifically  for 
NAFTA  workers,  or  whether  to  wait  until  1994  to  propose  an  economy-wide  training 
program.  In  broad  public  policy  terms,  there  is  much  to  say  for  an  economy-wide 
program.  After  all,  why  should  adjustment  benefits  differ  for  workers  displaced  by 
NAFTA,  workers  displaced  by  the  Clean  Air  Act,  or  workers  laid  off  by  Eastman 
Kodak  as  it  responds  to  technological  change? 

Labor  Secretary  Robert  Reich  in  his  outline  of  President  Clinton's  economy-wide 
workforce  strategy  pointed  out  that  the  new  program  will  identify  potential  dis- 
placed workers  early  on — before  they  are  actually  laid-off.  It  will  shift  the  emphasis 
from  unemployment  insurance  towards  retraining.  Further,  the  program  will  iden- 
tify the  higher-wage  skills  that  are  in  short  supply  and  provide  the  necessary  train- 
ing "regardless  of  the  reason  they  lost  their  job  .3  These  are  all  laudable  goals. 

On  the  other  hand,  a  strong  political  case  could  be  made  that  the  concerns  about 
NAFTA  job  dislocations  require  a  specific  NAFTA  adjustment  program  in  1993.  An 
adjustment  program  targeted  on  NAFTA  could  have  a  more  immediate  impact  and 
would  likely  be  far  more  generous  on  a  per  worker  basis  than  an  economy- wide  pro- 
gram. In  a  few  years,  after  the  effects  or  NAFTA  can  be  better  assessed,  the  NAFTA 
program  could  then  be  folded  into  the  economy-wide  training  and  adjustment  pro- 
grams under  development  by  Secretary  Reich.  On  balance,  I  believe  that  a  program 
targeted  at  NAFTA  job  dislocations  should  be  the  trail-blazer  for  more  comprehen- 
sive US  labor  adjustment  programs. 

NFTA  and  Wages  . 

A  key  criticism  of  NAFTA,  is  that,  with  new  capital  investment  and  on-the-job 
training,  Mexican  labor  productivity  will  fast  approach  US  levels.  Opponents  of 
NAFTA  further  argue  that  Mexican  wages  will  remain  low,  suppressed  by  oligarchy 
collusion  between  the  Mexican  government  and  private  business  firms,  with  the  re- 
sult that  a  "giant  sucking  sound"  will  be  heard  as  firms  close  their  US  plants  and 
move  to  Mexico.  In  support  of  their  argument,  the  critics  point  to  the  rapid  growth 
of  maquiladora  operations,  from  67,000  Mexican  workers  in  1975  to  505,000  in  1992. 
This  line  of  criticism  is  contradicted  by  the  evidence  (see  attached  table). 

First,  Mexican  manufacturing  workers  are  not  underpaid  relative  to  their  produc- 
tivity. In  1991,  US  production  worker  hourly  compensation  was  eight  times  greater 
than  Mexican  production  worker  hourly  compensation  ($15.60  vs.  $1.95).  However, 
the  ratio  of  US  manufacturing  productivity,  measured  by  value  added  per  employee 
in  all  US  manufacturing  ($72,740),  compared  to  value  added  per  employee  in  Mexi- 
can maquiladora  operations  ($8,818),  was  also  more  than  eight  times  that  of  Mexico. 
Set  side  by  side,  the  two  ratios  (8.0  and  8.2)  contradict  the  proposition  that,  on  aver- 
age, labor  costs  per  unit  of  output  are  much  lower  in  Mexico. 

Of  course,  there  are  some  notable  exceptions,  such  as  Ford's  assembly  plant  in 
Hermosillo,  where  productivity  is  at  world-class  levels.  But  if  Hermosillo  were  the 
norm  and  not  the  exception,  Mexico  would  be  the  economic  equal  of  Germany — and 
Mexican  hourly  compensation  would  be  closer  to  $20  than  $2. 

Second,  while  maquiladora  operations  in  Mexico  show  a  progressive  increase  in 
productivity,  measured  by  rising  value  added  per  worker  (after  inflation),  the 
maquiladoras  do  not  exhibit  Korean-style  double  digit  productivity  growth.  Over  the 
entire    twelve    years    between    1980    and    1992,    real    Mexican    productivity    in 


3  Remarks  of  Labor  Secretary  Robert  B.  Reich  to  the  Center  for  National  Policy's  News  Lunch- 
eon, "Beyond  the  Politics  of  Preservation:  the  Clinton  Administration's  Workforce  Strategy",  1 
September  1993,  pp.  4-5. 
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maquiladora  operations  increased  only  17  percent,  or  by  less  than  2  percent  per 
year. 

Third,  the  "sucking  sound"  argument  completely  ignores  the  stimulating  effect 
that  larger  Mexican  payrolls  and  greater  capital  spending  will  exert  on  US  exports. 
About  80  percent  of  all  Mexican  imports  of  goods  and  business  services  come  from 
the  United  States — in  this  sense,  Mexico  is  one  of  the  world's  best  markets  for  US 
goods  and  services.  The  rapidly  expanding  workforce  in  maquiladora  operations,  for 
example,  provides  a  ready-made  market  for  a  range  of  US  consumer  goods.  The 
same  cannot  be  said  of  newly-employed  industrial  workers  in  Bangkok  or  Sao  Paulo. 

NAFT&  and  Investment 

Many  factors  influence  the  decision  to  invest  abroad,  but  trade  agreements  are 
generally  less  critical  to  that  decision  than  the  underlying  economic  conditions  in 
the  host  country.  Not  surprisingly,  the  growth  in  foreign  direct  investment  in  Mex- 
ico since  the  debt  crisis  is  closely  correlated  with  macroeconomic  reforms,  which 
were  introduced  and  began  to  produce  results  long  before  the  NAFTA  talks  were 
even  broached. 

In  that  regard,  it  is  interesting  to  observe  that  the  growth  in  foreign  direct  invest- 
ment coincided  with  the  resumption  of  growth  in  real  wages  in  Mexico — debunking 
the  charge  that  US  investment  in  Mexico  hurts  both  Mexican  and  US  workers. 
Mexican  wages  fell  sharply  between  the  boom  year  1980  and  the  bust  year  1986, 
as  a  consequence  both  of  the  debt  crisis  and  sharply  lower  oil  prices  (which  dropped 
from  $27.60  per  barrel  in  1980  to  $11.60  per  barrel  in  1986).  However,  since  1987 
when  foreign  investment  began  to  reappear  in  the  Mexican  economy,  Mexican  man- 
ufacturing wages  have  risen  sharply,  outstripping  average  Mexican  productivity 
growth  (as  noted  above). 

Foreign  direct  investment  has  grown  in  Mexico  not  because  of  the  NAFTA,  but 
because  ten  years  of  domestic  economic  reform  have  dramatically  improved  the  in- 
vestment climate.  Growth  prospects  are  up,  regulation  is  less  severe,  and  corruption 
is  down.  The  NAFTA  reinforces  these  trends,  and  provides  an  "insurance  policy" 
that  reduces  the  hazards  of  doing  business  in  Mexico.  In  this  regard,  the  NAFTA — 
in  conjunction  with  ongoing  domestic  reforms — will  make  Mexico  a  more  attractive 
site  for  investment  by  both  Mexican  and  foreign  companies. 

On  the  other  hand",  Mexican  tariff  cuts  will  eliminate  the  barriers  to  the  Mexican 
market  that  some  companies  were  forced  to  hurdle  by  opening  plants  in  Mexico.  No 
longer  will  US  firms  have  to  open  new  facilities  in  Mexico  simply  to  get  a  slice  of 
the  Mexican  market. 

On  balance,  NAFTA  provisions  will  have  cross-cutting  effects  on  the  decision 
whether  to  invest  in  Mexico  or  to  export  to  Mexico.  Compared  to  the  existing  situa- 
tion, some  US  companies  that  have  Deen  deterred  by  Mexican  investment  controls 
may  decide  to  invest  in  Mexico,  while  others  may  deter  investment  plans  and  in- 
crease exports  from  US  plants. 

US  Policy  Options 

To  sum  up,  the  changes  that  the  NAFTA  will  require  in  Mexican  policies  will  have 
a  small,  but  beneficial,  effect  on  US  trade  and  a  employment.  Concerns  about  mas- 
sive job  dislocations  resulting  from  NAFTA-induced  reforms  are  grossly  exaggerated, 
for  one  simple  reason:  a  trade  agreement  that  requires  little  change  in  existing  US 
policies  will  have  only  a  minor  impact  on  the  giant  $6  trillion  US  economy,  and  on 
existing  US  labor  market  conditions. 

In  light  of  these  conclusions,  the  Congress  confronts  three  policy  options  regarding 
the  NAFTA: 

(1)  Ratify  the  NAFTA.  This  option  recognizes  that  the  NAFTA  is  not  a  cure-all 
for  US  economic  ills,  but  can  help  improve  conditions,  especially  when  taken  in  con- 
junction with  domestic  economic  reforms. 

(2)  Reject  the  NAFTA.  This  option  does  nothing  to  change  the  existing  situation, 
but  could  possibly  worsen  the  low-wage  competition  from  Mexican  firms  and  work- 
ers if  it  undercuts  the  ongoing  reforms  in  Mexico. 

(3)  Reject  NAFTA,  and  Reinstitute  US  Trade  Barriers.  The  underlying  goal  of  US 
labor  and  Ross  Perot  is  to  rescind  existing  preferences  granted  to  Mexican  imports, 
and  raise  new  barriers  to  protect  US  industries.  Protectionism,  disguised  as  a  "social 
tariff",  may  give  a  boost  to  certain  politicians  and  a  temporary  lift  to  some  indus- 
tries. But  it  will  quickly  make  US  firms  less  competitive  against  foreign  suppliers. 
President  Clinton  recognized  the  costs  of  such  an  approach  on  overall  US  competi- 
tiveness, and  rightly  argued  that  we  should  "compete,  not  retreat." 

The  first  option,  especially  if  complemented  with  reform  of  US  labor  adjustment 
programs,  is  a  vote  for  change  that  will  benefit  US  trade  and  employment.  The  sec- 
ond option  is  a  vote  for  the  status  quo.  The  third  option  is  a  vote  for  protectionism. 
Basecf  on  our  extensive  economic  analysis,  I  believe  a  vote  to  ratify  the  NAFTA  is 
the  best  option  for  the  United  States. 
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The  Chairman.  Dr.  Lustig. 

Ms.  Lustig.  Thank  you,  Mr.  Chairman. 

As  I  mention  in  my  written  testimony,  I  want  the  committee  as 
well  as  the  public  to  know  that  I  was  born  and  raised  in  Argentina. 
I  am  a  Mexican  citizen,  and  I  am  a  permanent  resident  of  the  Unit- 
ed States. 

But  I  want  to  speak  to  you  today  as  an  economist  trained  in  the 
United  States  who  has  studied  the  Mexican  economy  for  many 
years. 

There  are  several  important  ways  in  which  NAFTA  will  have 
positive  effects  on  the  U.S.  economy  and  on  its  workers,  but  I  want 
to  focus  on  the  ways  in  which  NAFTA's  benefit  to  the  Mexican 
economy  will  pay  oft  for  the  United  States. 

NAFTA  promises  a  growth  in  Mexican  output  and  wages  which 
is  twice  as  high  as  it  would  be  without  NAFTA.  If  Senator  Metzen- 
baum  would  go  back  in  15  years  to  the  same  place  where  he  got 
the  pictures  from,  he  would  probably  see  people  who  are  better  fed, 
better  dressed,  and  better  housed.  Without  a  NAFTA,  it  would 
probably  take  50  years  to  see  the  same. 

NAFTA's  positive  impact  on  the  Mexican  economy  is  good  news 
both  for  the  U.S.  economy  and  for  its  workers  for  the  following  rea- 
sons. 

First,  NAFTA  will  generate  higher  incomes  in  Mexico  which  will 
translate  into  increased  purchasing  power  for  U.S.  goods — not  mat- 
ter what  goods,  there  will  be  higher  demand  for  U.S.  goods — and 
this  will  translate  into  an  increased  demand  for  U.S.  labor. 

It  is  often  heard  by  NAFTA  opponents  that  actually,  wages  in 
Mexico  will  not  rise  because  the  Mexican  Government  is  engaged 
in  a  wage  repression  policy  through  their  famous  "Pacto."  But  the 
reality  is  that  since  the  Pacto  has  been  implemented,  wages  in 
Mexico  rose  in  real  terms  by  30  percent,  while  productivity  rose  by 
19  percent.  Indeed,  it  was  prior  to  the  Pacto  and  due  to  the  debt 
crisis  that  Mexican  wages  fell,  and  they  fell  on  the  order  of  40  per- 
cent. 

The  second  important  way  in  which  higher  incomes  in  Mexico 
will  benefit  U.S.  workers  is  by  deterring  the  pace  of  undocumented 
migration  from  Mexico  to  the  U.S.  in  the  long  run.  Here,  I  would 
just  like  to  mention  one  thing.  It  has  been  said  often  that  NAFTA 
protects  capital  and  does  not  protect  labor.  However,  there  is  an 
implicit  protection  of  U.S.  labor  in  NAFTA  in  the  sense  that  free 
mobility  of  labor  is  not  allowed.  Goods  can  move,  capital  can  move; 
they  can  move  both  ways,  not  only  toward  the  south,  while  labor 
cannot. 

Also,  the  agreement  may  help  U.S.  labor  by  deterring  the  flow 
of  undocumented  labor  as  well,  not  only  the  legal  labor.  Because 
without  NAFTA  it  will  take  about  three  times  longer  to  eliminate 
poverty  in  Mexico,  the  flow  of  undocumented  Mexican  migrants  to 
the  U.S.  in  the  future  will  be  higher.  The  slower  Mexican  incomes 
rise,  the  more  they  will  want  to  come  to  the  U.S.  for  better  pay. 
Continued  high  migration  can  push  down  wages  of  U.S.  low-skill 
workers.  This  is  one  element  that  the  simulation  models  that  some 
of  my  colleagues  have  done  usually  do  not  include,  that  is,  the  im- 
pact on  the  flow  of  immigrants  from  the  south. 
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In  the  short  run,  it  has  been  mentioned  by  Mr.  Donahue  that  mi- 
gration would  increase,  and  they  cite  the  study  that  was  just  pre- 
sented yesterday  at  the  HE.  However,  this  stuay  probably  does  not 
take  into  consideration  the  more  recent  announcement  that  the 
Mexican  Government  made  in  terms  of  compensating  the  agricul- 
tural growers  for  the  income  losses  that  they  would  incur  with  the 
liberalization  of  trade  in  agriculture.  The  Mexican  Government  has 
pledged  to  compensate  agricultural  growers  with  $4  billion  per  vear 
for  the  next  10  years,  and  that  actually  will  deter  the  pace  oi  mi- 
gration from  the  rural  areas  since  farmers  will  not  be  displaced. 

I  know  that  members  of  this  committee  are  concerned  about  the 
magnitude  of  potential  dislocations  that  will  result  from  NAFTA 
because,  although  there  are  net  gains,  there  will  be  losers  in  the 
process.  And  I  think  that  the  way  to  deal  with  them  is  not  to  defeat 
NAFTA,  but  instead  to  compensate  the  people  who  will  otherwise 
lose  because  of  the  agreement. 

Is  the  magnitude  of  the  potential  dislocations  due  to  NAFTA 
large?  I  think  that  they  are  not  large,  and  they  are  manageable. 
Why?  Because  for  one  reason,  NAFTA  will  not  knock  down  a  Berlin 
wall  of  trade  barriers.  Barriers  are  relatively  low  to  begin  with  in 
both  countries.  It  is  also  the  case  that  the  trade  liberalization  will 
be  phased  in  in  the  vulnerable  sectors,  as  Jeff  Schott  just  men- 
tioned. 

Third,  there  will  not  be  a  large  flow  of  U.S.  firms  to  Mexico,  be- 
cause although  wages  are  different,  labor  costs  per  unit  of  produc- 
tion in  the  United  States  are  much  more  similar  to  Mexico  than 
what  people  think.  This  is  because  U.S.  workers  are  several  times 
more  productive  than  their  Mexican  counterparts.  This  is  so  be- 
cause overall  infrastructure  in  Mexico,  technology,  and  skills  are  so 
much  lower  than  in  the  United  States.  The  comparison  of  tech- 
nologies and  production  operations  at  the  plant  level  is  misleading. 
One  has  to  take  into  consideration  all  the  costs. 

Finally,  even  if  it  can  make  a  fundamental  difference  to  Mexico, 
the  expansion  of  U.S.  investment  in  Mexico  will  not  have  an  impact 
on  the  U.S.  economy  overall.  At  this  point,  U.S.  investment  in  Mex- 
ico amounts  to  less  than  half  of  one  percent  of  total  private  invest- 
ment in  the  U.S.  Even  if  it  increases  by  10-fold,  we  would  be  talk- 
ing about  numbers  of  2  to  3  percent.  Every  dollar  that  goes  to  Mex- 
ico does  not  mean  that  it  is  going  to  be  a  dollar  less  of  investment 
in  the  U.S.  in  addition  to  that. 

It  is  almost  important  to  underscore  that  the  defeat  of  NAFTA 
will  also  result  in  labor  displacement  because  probably  Mexican 
wages  will  be  much  lower  than  otherwise.  However,  people  do  not 
mention  this  often,  and  there  is  no  adjustment  program  for  that. 
Conceivably,  labor  displacement  with  no  NAFTA  could  be  as  high 
or  higher  than  with  NAFTA.  In  fact,  because  without  NAFTA, 
wages  and  incomes  in  Mexico  will  be  lower  than  otherwise,  U.S. 
labor  will  have  to  compete  even  more  with  an  even  cheaper  Mexi- 
can labor,  not  only  in  the  goods  that  are  produced  by  the  cheaper 
labor,  but  with  Mexican  workers  themselves  as  they  continue  to 
come  to  the  U.S.  in  increased  numbers,  in  search  of  higher  pay. 

Thank  you  very  much. 

The  Chairman.  Thank  you,  Ms.  Lustig. 

[The  prepared  statement  of  Ms.  Lustig  follows:] 
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Prepared  Statement  of  Nora  Lustig 

Thank  you  Mr.  Chairman.  I  am  pleased  to  have  this  opportunity  to  testify  before 
the  Senate  Committee  on  Labor  and  Human  Resources.  In  the  interest  of  full  disclo- 
sure, the  Committee  should  know  from  the  outset  that  I  was  born  and  raised  in  Ar- 
fentina,  that  I  am  a  Mexican  citizen,  and  that  I  am  a  permanent  resident  of  the 
Fnited  States.  But  I  want  to  speak  to  you  as  an  economist,  trained  in  the  United 
States,  who  has  studied  Mexico  for  many  years. 

NAFTA  is  going  to  bring  economic  gains  to  Canada,  Mexico,  and  the  United 
States,  including  higher  wages  and  employment  levels.  There  are  four  basic  ways 
in  which  NAFTA  will  benefit  the  U.S.  economy  and  its  workers. 

First  it  will  increase  U.S.  exports  to  Mexico  by  removing  existing  barriers  to 
trade,  particularly  in  the  agricultural  and  automobile  sectors. 

Second  the  removal  of  trade  barriers  will  enhance  U.S.  competitiveness  not  by 
lowering  wages,  but  by  increasing  efficiency.  Efficiency  will  increase  as  a  result  of 
economies  of  scale.  Increased  efficiency  will  translate  into  higher  incomes  in  the 
United  States. 

Third  NAFTA  will  generate  higher  incomes  in  Mexico,  which  will  translate  into 
increased  purchasing  power  for  U.S.  goods.  Today,  Mexico  is  already  buying  more 
U.S.  goods  in  per  capita  terms  (about  U.S.$  450  per  year)  than  Japan  or  Europe. 
Under  NAFTA,  Mexico  will  become  an  even  more  vigorous  buyer  of  U.S.  goods. 

Fourth  higher  incomes  in  Mexico  will  result  in  lower  migration  of  workers  from 
Mexico  to  the  United  States. 

I  am  going  to  focus  on  the  ways  in  which  NAFTA's  benefit  to  the  Mexican  econ- 
omy will  pay  off  for  the  United  States.  NAFTA  promises  growth  in  Mexican  output 
and  wages,  which  will  be  twice  as  hi2h  as  it  would  be  without  NAFTA.  Without 
NAFTA,  real  wages  in  Mexico  between  1994  and  1998  would  grow  at  1.2  percent 
peryear.  By  contrast,  if  NAFTA  is  approved,  real  wages  will  grow  at  2.4  percent 
(CIEMEX-Wharton  projections). 

NAFTA  opponents  threaten  that  Mexican  wages  will  not  in  fact  rise  because  the 
Mexican  government  is  repressing  wages  through  the  stabilization  program  known 
as  the  Pacto.  But  the  reality  is  that  since  the  Pacto  was  implemented  in  1988,  real 
wages  in  Mexico  have  risen,  and  have  risen  much  more  than  productivity.  Between 
1988  and  1992,  manufacturing  wages  rose  by  30  percent  while  productivity  in- 
creased by  19  percent.  Since  1989,  wages  in  Mexico  began  to  rise  thanks  to  the 
Pacto,  which  was  the  first  stabilization  program  that  kept  prices  from  growing  fast- 
er than  wages.  More  importantly,  in  1989,  as  the  Mexican  economy  recovered  from 
the  debt  crisis,  for  the  first  time  in  four  years  output  per  capita  grew.  The  recovery 
occurred  as  a  result  of  Mexico's  economic  reforms  (reducing  the  budget  deficit,  liber- 
alizing trade,  and  privatizing  inefficient  public  enterprises),  the  Brady-type  debt 
agreement,  and  the  announcement  that  Mexico  was  seeking  a  free  trade  agreement 
with  the  United  States.  With  these  initiatives,  a  decade  of  capital  flight  came  to  an 
end,  Mexican  and  foreign  capital  flowed  back  into  Mexico,  and  the  Mexican  economy 
began  to  grow.  . 

Indeed,  it  was  prior  to  the  Pacto— between  1983  and  1988— that  wages  in  Mexico 
fell  by  40  percent.  The  main  culprit  was  the  debt  crisis.  To  illustrate  the  effect  of 
the  debt  crisis  on  wages,  I  can  offer  a  personal  example.  As  a  professor  at  a  Mexican 
university  in  January  1982,  I  was  paid  $2,000  per  month;  in  the  second  half  of  that 
year  my  wage  in  dollars  fell  to  $400  per  month,  and  it  remained  more  or  less  close 
to  that  level  throughout  the  1980s  until  the  Pacto  was  implemented.  If  anything  cre- 
ated wage-repression  in  Mexico  it  was  the  debt  crisis  and  how  it  was  managed,  or 
rather,  mismanaged,  by  the  international  community  and  not  the  Mexican  govern- 
ment's policies.  It  is  still  the  case  that  the  pace  of  wage  growth  in  Mexico  is  con- 
strained by  the  flow  of  capital  from  abroad.  Passage  of  NAFTA  will  ensure  a  higher 
level  of  capital  flows  (foreign  and  portfolio  investment)  from  all  over  the  world.  This 
is  one  of  the  major  reasons  that  NAFTA  will  bring  higher  wages,  and  incomes  in 
general,  to  Mexico. 

When  Mexican  incomes  contracted  as  a  result  of  the  debt  crisis,  U.S.  exports  to 
Mexico  fell  by  $10  billion  in  the  course  of  one  year  (1983).  As  the  Mexican  economy 
recovered,  U.S.  exports  rose  at  $6  billion  per  year  since  1989.  Higher  wages  in  Mex- 
ico will  mean  even  more  U.S.  exports  and  jobs,  and  NAFTA  is  the  path  to  higher 
Mexican  wages.  If  NAFTA  is  defeated,  the  worst  case  scenario  is  that  its  defeat  will 
have  an  impact  on  wages  and  real  incomes  in  Mexico  similar  to  that  of  the  debt 
crisis,  and  they  will  fall  precipitously.  The  best  case  scenario  without  NAFTA  is  that 
Mexican  wages  will  not  fall  but  instead,  will  grow  more  slowly.  In  either  case,  the 
U.S.  would  lose  because  demand  for  U.S.  goods  and  U.S.  employment  will  be  lower 
than  if  NAFTA  were  in  place. 
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Higher  incomes  in  Mexico  will  benefit  the  United  States  not  only  because  they 
will  translate  into  increased  U.S.  exports  and  demand  for  labor  but  also  because 
they  will  reduce  the  pace  of  undocumented  migration  from  Mexico  to  the  United 
States.  Because  without  NAFTA  it  will  take  about  3  times  longer  to  eliminate  pov- 
erty in  Mexico,  the  flow  of  undocumented  migrants  from  Mexico  to  the  United 
States  will  be  higher  than  with  NAFTA.  The  number  of  poor  in  Mexico  is  signifi- 
cant. In  the  1980s,  close  to  40  percent  of  Mexico's  population  lived  on  less  than  $2 
per  day.  The  slower  the  income  of  the  Mexican  poor  rises,  the  more  they  will  want 
to  come  to  the  United  States. 

Continued  high  migration  from  Mexico  is  very  costly  to  the  United  States.  Not 
only  can  it  push  down  the  wages  of  low-skilled  U.S.  workers,  but  it  also  aggravates 
existing  pressures  on  U.S.  educational  and  health  infrastructures.  Ethnic  tension 
will  inevitably  increase,  as  will  the  cost  of  attempting  to  keep  the  flow  of  migrants 
under  control.  Moreover  if  NAFTA  is  defeated,  the  United  States  will  not  be  able 
to  expect  cooperation  from  the  Mexican  authorities  in  managing  the  migratory  flow 
not  only  from  Mexico,  but  also  from  other  parts  of  Latin  America  and  the  Caribbean 
via  Mexico  as  well. 

Most  NAFTA  opponents  concede  that  in  the  long  run,  NAFTA  will  mean  a  de- 
crease in  illegal  migration.  However,  some  contend  that  in  the  short  run  illegal  mi- 
gration will  increase.  The  truth  is  that  in  the  short  run,  migration  to  the  United 
States  is  more  a  consequence  of  Mexican  domestic  policies  in  its  agricultural  sector 
than  anything  else.  For  example,  the  removal  of  trade  barriers  for  crops  such  as 
corn  could  result  in  the  displacement  of  Mexican  farmers.  However,  whether 
NAFTA  is  approved  or  not,  Mexico  has  decided  to  remove  trade  barriers  for  corn, 
and  to  accompany  that  change  in  policy  by  an  adjustment  program  in  which  agricul- 
tural producers  will  be  compensated  for  their  loss  of  income.  In  fact,  the  Mexican 
government  has  committed  about  $4  billion  per  year  to  compensate  growers,  which, 
in  the  short  run,  should  reduce  the  incentive  to  emigrate. 

NAFTA  has  clear  benefits  for  the  United  States.  However,  it  is  also  true  that  lift- 
ing trade  barriers  will  mean  that  some  people  in  all  three  countries  will  lose  their 
jobs  or  face  lower  wages.  The  remedy  is  not  to  defeat  NAFTA,  but  instead  to  com- 
pensate the  people  who  would  otherwise  lose  because  of  it.  As  I  said  earlier,  Mexico 
nas  announced  that  it  will  do  this  with  agricultural  producers. 

Members  of  this  Committee  are  probably  concerned  about  the  magnitude  of  poten- 
tial dislocations  that  will  result  from  NAFTA.  I  cannot  give  you  precise  figures 
today,  and  to  estimate  them  is  not  my  task,  but  the  evidence  suggests  they  will  be 
small  and  manageable  for  the  reasons  given  below. 

To  begin  with,  NAFTA  does  not  represent  a  drastic  change  in  U.S. -Mexico  trade 
and  investment  barriers.  NAFTA  will  not  knock  down  a  "Berlin  Wall"  of  trade  bar- 
riers. Instead  it  will  provide  an  institutional  framework  that  will  facilitate  the  ongo- 
ing process  of  economic  integration  within  North  America.  Particularly  after  Mexi- 
co^ liberalizing  reforms  in  the  1980s,  both  economies  are  very  open  to  each  other, 
and  to  the  rest  of  the  world.  Trade  barriers  are  low:  U.S.  exports  to  Mexico  face 
an  average  tariff  of  about  10  percent  and  Mexican  exports  to  the  U.S.  face  an  aver- 
age tariff  of  4  to  5  percent.  Foreign  investment  restrictions  in  Mexico  have  been  re- 
duced and  will  soon  be  virtually  eliminated.  In  addition,  the  remaining  trade  protec- 
tions for  vulnerable  sectors  will  be  phased  out,  so  that  transitional  costs  will  be  low. 
All  this  has  been  said  many  times  before.  Unfortunately,  it  bears  repeating. 

In  addition,  labor  costs  per  unit  of  output  in  Mexico  are  in  fact  not  much  lower 
than  they  are  in  the  United  States.  Although  wages  in  U.S.  manufacturing  are  ap- 
proximately 7  times  higher  than  Mexican  wages,  labor  costs  per  unit  of  output  in 
the  United  States  have  Deen  estimated  to  range  between  2  percent  and  137  percent 
higher  than  in  Mexico  (1991  figure  ).  These  differences  are  nowhere  near  the  dif- 
ferences of  600  percent  or  900  percent  often  quoted  by  NAFTA  opponents. 

Labor  costs  per  unit  of  output  are  not  that  much  higher  in  the  U.S.  because,  on 
average  U.S.  workers  are  4  times  more  productive  than  their  Mexican  counterparts. 
It  is  precisely  the  difference  in  productivity  that  explains  why  nominal  wages  are 
so  much  lower  in  Mexico.  Mexican  workers  are  not  less  productive  because  they  are 
lazy  or  stupid.  U.S.  workers  are  paid  much  more  than  their  Mexican  counterparts 
because  of  the  enormous  differences  in  the  amount  of  capital  (capital  per  worker  in 
U.S.  manufacturing  is  about  6  times  higher  than  in  Mexico);  in  the  quantity  and 
quality  of  infrastructure  and  technology  (the  U.S.  has  13  times  more  paved  roads 
per  square  mile  than  Mexico;  there  are  7  times  more  telephones  per  1000  people 
in  the  US;  telephone  services  are  about  34  percent  more  expensive  in  Mexico  than 
in  the  US);  and  in  the  level  of  labor  skills  (average  schooling  in  the  US  adult  popu- 
lation is  about  2  times  as  much  as  that  in  Mexico).  Even  if  U.S.  firms  were  to  trans- 
fer their  modern  technology  to  Mexico  along  with  their  investment,  Mexican  produc- 
tivity would  still  lag  behind  U.S.  productivity  because  Mexico's  infrastructure  is  so 
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much  poorer  than  that  of  the  United  States.  In  addition,  the  comparison  of  tech- 
nologies and  production  operations  within  plants  made  by  some  NAFTA  opponents 
is  misleading.  As  businessmen  (and  businesswomen)  know,  all  costs  of  producing 
and  delivering  goods  must  be  taken  into  account.  One  example  offered  in  an  Office 
of  Technology  Assessment  study  is  that  the  total  cost  of  delivering  a  car  to  the  U.S. 
market  is  about  5  percent  higher  for  a  plant  in  Mexico  than  one  located  in  the  Unit- 
ed States.  Moreover,  as  I  said  before,  real  wages  in  Mexico  have  been  rising  since 
1989.  With  NAFTA  they  will  rise  even  more  rapidly,  reducing  the  existing  small  ad- 
vantage in  labor  costs  per  unit  of  output  which  Mexico  currently  enjoys. 

Finally,  even  if  it  can  make  a  fundamental  difference  to  Mexico,  the  expansion 
of  U.S.  investment  in  Mexico  will  not  have  an  impact  on  the  U.S.  economy  overall. 
Total  U.S.  investment  in  Mexico  (direct  and  portfolio)  amounts  to  less  than  half  of 
one  percent  (0.3  percent  in  1990)  of  total  Gross  Private  Investment  in  the  United 
States.  Furthermore,  there  is  no  economic  law  that  says  that  a  dollar  of  U.S.  invest- 
ment which  goes  to  Mexico  means  a  dollar  less  investment  in  the  United  States. 
On  the  contrary,  NAFTA  will  stimulate  demand  for  exports,  which  has  the  potential 
of  creating  new  investment  in  the  United  States. 

NAFTA  opponents  always  mention  the  labor  dislocation  that  may  be  caused  by 
NAFTA.  However,  they  fail  to  mention  that  defeating  NAFTA,  through  its  negative 
impact  on  the  Mexican  economy,  will  also  displace  U.S.  jobs.  Conceivably,  labor  dis- 
placement with  no  NAFTA  could  be  as  high,  or  higher  than  with  NAFTA. 

In  sum,  NAFTA's  impact  on  the  Mexican  economy  is  good  news  for  the  U.S.  econ- 
omy and  its  workers.  In  broader  terms,  NAFTA  provides  a  unique  opportunity  for 
a  breakthrough  in  U.S.-Mexican  relations.  I  support  NAFTA  because  I  believe  it 
promises  economic  gains  for  both  Mexico  and  the  United  States.  These  economic 
gains  will  reap  benefits  that  will  enable  Mexico  and  the  United  States  to  face  the 
future  together  with  a  relationship  premised  on  mutual  trust. 

The  Chairman.  Mr.  Blecker. 

Mr.  BLECKER.  Thank  you.  Mr.  Chairman,  members  of  the  com- 
mittee, I  am  grateful  for  the  opportunity  to  testify  here  today  on 
this  important  issue. 

My  written  statement  details  my  views  on  the  crucial  labor  is- 
sues involved  in  the  NAFTA  debate,  and  I  will  be  happy  to  respond 
to  questions  concerning  that  statement.  At  this  point,  let  me  just 
call  the  committee's  attention  to  a  few  key  points. 

I  start  from  the  premise  that  economic  integration  of  the  United 
States  with  Mexico  is  already  occurring  and  will  continue  regard- 
less of  whether  this  NAFTA  agreement  is  passed.  The  current 
scare  talk  to  the  contrary  notwithstanding,  rejection  of  NAFTA 
would  leave  in  place  the  status  quo,  which  has  already  encouraged 
considerable  movement  of  capital  and  increases  in  trade  between 
our  two  countries. 

The  issue  is  whether  this  agreement  improves  on  the  status  quo 
or  not.  To  answer  this  question,  it  is  important  to  recognize  that 
NAFTA  is  more  than  just  an  ordinary  trade  agreement.  The  main 
purpose  of  NAFTA,  both  for  the  Mexican  Government  and  for  the 
American  business  community,  is  to  encourage  additional  foreign 
investment  in  Mexico — and  I  have  quoted  Dr.  Lustig  in  my  written 
statement  to  that  effect. 

It  is  the  consequences  of  such  capital  flows,  and  not  the  elimi- 
nation of  relatively  low  barriers  to  cross-border  trade — we  must 
take  into  account  a  10  percent  tariff  on  U.S.  goods  entering  Mexico 
is  not  a  high  tariff  by  comparison  with  what  those  used  to  be  in 
the  past;  it  may  be  two  and  a  half  times  4  percent,  but  they  are 
both  low  numbers — it  is  the  capital  flows  which  are  at  the  core  of 
labor  fears  about  this  agreement.  Capital  flows,  which  can  transfer 
up-to-date  technology  to  low-wage  production  sites,  generate  legiti- 
mate concerns  over  job  losses  in  many  industries. 
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Moreover,  increased  trade  and  capital  mobility  with  a  labor- 
abundant,  low-wage  country  can  put  downward  pressure  on  domes- 
tic wages  even  if  there  are  no  net  reductions  in  total  U.S.  employ- 
ment. 

In  my  view,  far  too  much  attention  has  been  paid  to  the  aggre- 
gate employment  effects  of  NAFTA.  There  may  be  small  net  job  in- 
creases in  the  short  run,  as  Hufbauer  and  Schott  project,  because 
increased  capital  outflows  will  give  us  larger  trade  surpluses  with 
Mexico.  However,  their  calculations  do  not  take  into  account  any 
possible  offsets  due  to  investment  diversion  from  the  U.S.  It  may 
not  be  dollar  for  dollar,  but  if  it  is  50  cents  on  the  dollar,  that  is 
still  significant. 

However,  there  will  probably  be  small  net  job  losses  in  the  me- 
dium to  long  run,  as  Mexico's  export  capacity  improves,  and  our 
trade  balance  with  Mexico  falls,  or  even  turns  negative. 

But  all  of  these  changes  in  the  total  number  of  jobs  will  be  very, 
very  small  and  inconsequential  in  the  U.S.  labor  force  as  a  whole, 
and  in  my  judgment  do  not  constitute  a  good  reason  to  vote  either 
for  or  against  NAFTA. 

In  contrast,  I  think  NAFTA  could  have  quite  substantial  effects 
in  regard  to  gross  job  displacement,  that  is,  the  total  number  of 
workers  whose  jobs  are  destroyed,  even  if  those  jobs  are  replaced 
by  others.  After  a  survey  of  the  literature  which  Senator  Kennedy 
referred  to,  I  have  concluded  that  displacement  may  be  conserv- 
atively estimated  at  about  half  a  million  workers  or  more  over  8 
to  10  years.  I  would  point  out,  by  the  way,  that  in  the  Hufbauer 
and  Schott  study  and  in  their  latest  releases,  they  have  now  pro- 
vided their  long-term  projections  as  well  as  their  short-term  projec- 
tions, and  in  their  long-term  projections,  the  gross  displacement  if 
you  calculate  it  comes  out  to  over  300,000  workers,  and  that  even 
with  a  methodology  which  in  my  view  underestimates  the  potential 
for  growth  of  manufactured  imports  from  Mexico.  So  it  is  double 
their  short-term  150,000  figure. 

Most  importantly,  however,  NAFTA  is  likely  to  result  in  lower 
average  wages  for  the  majority  of  American  workers  who  lack  ad- 
vanced technical  or  professional  training  and  thus  will  tend  to 
make  our  Nation  more  unequal. 

Concerted  efforts  to  harmonize  labor  standards  and  labor  rights 
upward  throughout  North  America  could  help  to  offset  this  down- 
ward pressure  on  U.S.  wages,  but  such  efforts  are  not  included  in 
the  present  NAFTA.  The  labor  side  agreement  excludes  important 
areas  of  labor  rights  from  any  enforcement  mechanisms,  and  it  con- 
tains so  many  loopholes  and  hurdles  that  the  application  of  any 
sanctions  is  almost  inconceivable. 

If  forced  to  vote  on  this  NAFTA,  I  would  vote  against  it,  though 
not  with  much  joy  or  feeling  of  positive  accomplishment.  But  rather 
than  go  to  the  brink  and  vote  up  or  down  on  this  agreement,  I 
think  a  better  strategy  would  be  to  postpone  the  deal  and  use  the 
opportunity  to  open  up  a  broader  dialogue  over  how  to  manage  the 
economic  and  social  integration  process  in  North  America  as  well 
as  to  address  the  domestic  problems  which,  as  Secretary  Reich 
said,  are  what  are  making  our  workers  to  vulnerable  to  changing 
global  conditions. 
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We  need  to  stimulate  investment  and  growth  in  all  three  coun- 
tries, because  opening  up  foreign  markets  and  investment  opportu- 
nities will  be  much  less  painful  and  involve  far  less  conflict  for  ev- 
eryone involved  if  it  is  done  in  an  era  of  renewed  economic  expan- 
sion rather  than  a  situation  of  stagnant  growth. 

I  do  not  think  it  is  wise  to  commit  ourselves  to  free  trade  and 
investment  first  and  then  worry  about  the  consequences  later. 

Thank  you. 

The  Chairman.  Thank  you  very  much,  Mr.  Blecker. 

[The  prepared  statement  of  Mr.  Blecker  follows:] 

Prepared  Statement  of  Robert  A.  Blecker 

The  proposed  North  American  Free  Trade  Agreement  (NAFTA)  with  Mexico  and 
Canada  has  been  one  of  the  most  contentious  issues  to  face  this  country  in  many 
years.  Among  the  controversial  aspects  of  the  NAFTA  in  this  country,  perhaps  none 
has  been  as  important  as  the  effects  which  this  agreement  is  likely  to  have  on 
American  workers.  In  my  testimony  today  I  would  like  to  clarify  what  I  think  are 
the  genuine  concerns  of  American  labor  in  regard  to  NAFTA  Since  we  already  have 
a  Free  Trade  Agreement  with  Canada,  and  most  of  the  controversy  has  focused  on 
U.S.  trade  with  and  investment  in  Mexico,  I  will  focus  my  remarks  on  the  U.S.- 
Mexican relationship. 

A  Framework  for  Understanding  the  Controversy  Over  NAFTA 

In  order  to  think  clearly  about  NAFTA,  we  have  to  start  by  recognizing  that  the 
U.S.  and  Mexican  economies  have  become  increasingly  integrated  in  recent  years, 
and  that  this  process  of  growing  integration  is  largely  irreversible.  Commodity 
trade,  labor  migration,  capital  investment,  and  financial  links  between  the  U.S.  and 
Mexico  have  all  intensified  and  are  unlikely  to  cease  expanding  whether  this 
NAFTA  is  approved  or  rejected.  Approval  of  NAFTA  would  speed  up  this  process, 
while  rejection  of  NAFTA  would  slow  down  the  process  for  a  short  while.  But  in  the 
long  run,  the  objective  factors  which  have  propelled  the  existing  degree  of  integra- 
tion will  inevitably  continue  to  operate  and  to  push  for  deeper  ties.  The  threats  that 
Mexico  will  again  turn  inward  if  NAFTA  is  not  approved  are  exaggerated.  Mexico 
cannot  easily  turn  back  the  clock  on  its  economic  reforms,  and  will  continue  to  pur- 
sue trade  and  investment  links  with  the  U.S.  and  other  countries.  The  real  issue 
before  us  is  not  whether  we  will  have  expanded  economic  ties  with  Mexico,  but  what 
kind  of  ties  we  will  have,  and  how  those  ties  will  influence  economic  development 
and  income  distribution  in  both  countries. 

Thus,  NAFTA  is  best  understood  as  an  effort  to  regulate  and  manage  a  process 
of  integration  which  is  already  ongoing.  A  vote  for  or  against  NAFTA  is,  therefore, 
not  a  vote  for  or  against  economic  links  with  Mexico,  but  rather  for  or  against  a 
particular  way  of  regulating  and  managing  those  links.  The  Question  which  faces 
us  is  whether  this  particular  agreement  will  help  to  make  the  process  of  North 
American  integration  more  beneficial  for  the  majority  of  Americans  and  Mexicans. 
If  the  answer  is  that  it  will  not,  then  we  must  have  the  courage  to  say  "no"  to  this 
agreement.  We  owe  it  to  ourselves  not  to  be  stampeded  into  approving  this  agree- 
ment because  it  is  the  only  game  in  town  at  the  moment.  Nevertheless,  we  cannot 
and  should  not  walk  away  from  our  economic  ties  with  Mexico;  if  this  NAFTA  goes 
down  to  defeat,  we  should  start  to  work  immediately  on  other  ways  of  regulating 
the  integration  process  between  our  two  countries  that  would  promise  less  painful 
adjustments  ana  a  wider  distribution  of  the  benefits  in  both  nations. 

Many  observers  have  expressed  surprise  at  how  an  agreement  which  eliminates 
trade  barriers  that,  for  the  most  part,  are  already  relatively  low,  can  have  caused 
so  much  controversy.  If  all  NAFTA  did  were  to  eliminate  tariffs  that  average  about 
3V2  percent  on  the  American  side  and  10  percent  on  the  Mexican  side,  or  even  to 
eliminate  certain  other  non-tariff  barriers  in  sectors  like  automobiles,  textiles,  and 
apparel,  I  think  there  would  be  much  less  ground  for  controversy  and  far  less  reason 
to  fear  the  consequences  except  in  very  localized  situations.  But  in  spite  of  its  billing 
as  a  "free  trade  agreement,"  NAFTA  is  in  fact  much  more  than  a  trade  liberalization 
agreement  and  that  is  precisely  why  it  is  so  controversial. 

The  central  motivation  of  the  Mexican  government  in  proposing  the  NAFTA  has 
been  to  attract  more  foreign  investment.  Mexico  has  already  substantially  opened 
up  its  own  market  via  the  unilateral  removal  of  trade  barriers  and  dismantling  of 
import  substitution  policies  in  the  1980s,  while  most  Mexican  products  already  enjoy 
relatively  unrestricted  access  to  the  U.S.  market.  As  the  most  authoritative  study 
of  Mexico's  recent  economic  reforms  makes  clear,  the  main  objective  of  the  Mexican 
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government  in  proposing  the  NAFTA  was  to  stimulate  the  renewal  of  growth  which 
all  of  Mexico's  stabilization  policies,  structural  adjustments,  and  domestic  reforms 
(including  trade  liberalization)  in  the  1980s  failed  to  achieve.  In  the  author's  words, 

When  foreign  investment  did  not  respond  with  the  expected  vigor  to  the  Brady- 
type  debt  agreement  and  the  far-reaching  economic  reforms,  the  [Mexican]  govern- 
ment had  to  find  new  ways  to  entice  the  capital  inflows  required  for  economic  recov- 
ery and  sustained  growth.  Policies  able  to  increase  the  expected  rate  of  return  on 
investment  and  boost  private  sector  confidence  were  essential.  A  free  trade  agree- 
ment with  the  United  States  belonged  to  this  category  for  two  reasons  in  particular. 
An  FTA  would  ensure  future  access  to  the  U.S.  market,  and  ensure  the  durability 
of  Mexico's  open  economy  strategy,  i 

A  recent  report  by  the  U.S.  Congressional  Budget  Office  makes  the  same  point: 

The  key  to  this  [development]  strategy  is  for  Mexico  to  attract  and  productively 
absorb  foreign  capital.  In  addition  to  making  Mexico  more  attractive  for  U.S.  inves- 
tors (because  of  the  investment  provisions  of  the  agreement),  NAFTA  reduces  doubts 
that  other  foreign  investors  may  have  about  the  permanency  of  Mexico's  economic 
reforms — that  is,  it  helps  to  lock  in  those  reforms  and  so  reduces  the  risk  involved 
in  investment. 2 

In  this  light,  the  guarantee  of  permanent  preferential  access  for  Mexican  exports 
to  the  American  market  is  significant  not  so  much  for  opening  up  the  U.S.  market 
to  the  products  of  Mexican  firms,  but  more  importantly  for  signalling  American  and 
other  foreign  firms  (European,  Japanese,  and  other  Asian)  that  they  can  locate  pro- 
duction in  Mexico  and  still  produce  with  virtually  no  restrictions  for  the  U.S.  mar- 
ket. Moreover,  NAFTA  contains  numerous  specific  provisions  designed  to  protect  for- 
eign investors'  rights  in  the  three  signatory  countries.  These  provisions  include  na- 
tional treatment  of  foreign  producers,  abolition  of  performance  requirements,  restric- 
tions against  expropriation,  guaranteed  freedom  of  foreign  investors  to  move  funds 
across  borders  (within  North  America)  in  convertible  currencies,  strong  protection 
for  "intellectual  property  rights,"  and  the  liberalization  of  trade  in  financial  and 
other  services.  While  in  principle  these  provisions  apply  equally  to  all  three  nations, 
in  practice  they  are  mamly  intended  to  force  Mexico  to  revise  its  laws  to  provide 
more  favorable  treatment  for  foreign  investors  (and  to  prevent  Mexico  from  chang- 
ing those  laws  again  in  the  future).  While  it  is  possible  to  define  all  of  these  provi- 
sions as  fitting  some  broader  definition  of  "trade  liberalization,"  it  is  clear  that  their 
main  purpose  is  to  increase  capital  inflows  into  Mexico. 

For  these  reasons,  it  is  best  to  think  of  the  NAFTA  as  a  trade  and  investment 
liberalization  agreement.  Moreover,  in  order  to  understand  why  NAFTA  is  so  con- 
troversial, it  is  imperative  to  recognize  that  international  investment  encompasses 
not  just  the  movement  of  financial  capital  across  borders,  but  also  the  potential  relo- 
cation of  productive  activities  themselves.  To  put  it  simply,  the  chief  fear  of  Amer- 
ican workers  is  not  that  they  will  be  displaced  by  Mexican  firms  taking  advantage 
of  reduced  tariff  and  non-tariff  barriers,  but  rather  that  they  will  lose  their  jobs  be- 
cause of  American  companies  deciding  to  move  their  jobs  to  Mexico  (or,  in  some 
cases,  foreign  companies  deciding  to  locate  production  in  Mexico  rather  than  here). 
Even  for  those  workers  who  do  not  actually  lose  jobs,  the  fear  is  that  they  will  have 
to  accept  lower  wages  and  worse  working  conditions  in  order  to  keep  their  jobs  from 
moving.  In  the  rest  of  this  statement,  I  shall  try  to  assess  how  realistic  these  fears 
are  and  how  these  concerns  can  best  be  addressed. 

Developmental  Differences,  Income  Gaps,  and  the  Effects  of  Trade  Liberalization 
on  Wages 

Table  1  gives  some  basic  indicators  of  the  differences  between  the  U.S.  and  Mexico 
in  terms  of  market  size,  income  levels,  and  labor  supplies.  Mexico  is  a  much  smaller 
economy  in  terms  of  its  GDP,  which  was'  barely  5  percent  of  the  U.S.  level  at  cur- 
rent exchange  rates  in  1991.  In  terms  of  market  size,  then,  it  would  appear  that 
trade  with  Mexico  cannot  have  a  very  large  influence  on  the  United  States  one  way 
or  the  other.  Nevertheless,  in  evaluating  the  impact  of  NAFTA  on  labor  markets 
and  income  distribution  (wage  levels),  the  relevant  indicator  is  not  the  level  of  Mexi- 
co's market  but  rather  the  size  of  its  labor  force. 

As  of  1991,  Mexico  had  a  working-age  population  (15-64  years)  which  was  30  per- 
cent of  the  U.S.  population  in  that  age  bracket.  Although  Mexico's  fertility  rate  nas 
recently  declined,3  the  country  now  nas  a  very  young  population,  and  as  a  result 


iNora  Lustig,  Mexico:  The  remaking  of  an  Economy  (Washington:  Brookings  Institution, 
1992),  p.  134,  italics  added. 

2  U.S.  Congressional  budget  Office,  A  Budgetary  and  Economic  Analysis  of  the  North  Amer- 
ican Free  Trade  Agreement.  Washington:  government  Printing  Office,  July  1993),  P.  xiii. 

a  According  to  the  World  Bank,  World  Development  Report  1993,  Table  27,  p.  291,  Mexico's 
birth  rate  fell  from  48  per  1,000  population  in  1970  to  28  in  1991.  Also,  Mexico's  total  fertility 
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its  working-age  population  is  projected  almost  to  double  by  2026  (bringing  it  to 
nearly  half  of  the  U.S.  working-age  population  by  that  time).  It  is  this  enormous 
and  virtually  inexhaustible  poof  of  cheap  labor  which  would  be  the  main  attraction 
for  corporations  to  relocate  their  production  in  Mexico  while  retaining  free  access 
to  the  US.  market.  And  while  the  Mexican  labor  force  currently  lacks  the  education 
and  training  of  the  American  labor  force,  Mexican  workers  are  intrinsically  no  less 
intelligent  or  capable  than  American  workers,  and  experience  has  shown  that  with 
adequate  training  and  up-to-date  equipment  Mexican  workers  can  achieve  produc- 
tivity levels  close  to  those  of  American  workers.  * 

Table  I 
Structural  Difference!  Between  the  U.S.  and  Mexico 


(tern 

United  Slates 

Mexico 

Gross  domestic  product 
(in  billions  of  1991  U.S.  dollars) 

5.611 

283 

Gross  national  product  per  capita 
(in  1991  U.S.  dollarsl 

21240 

3.030 

Working-age  population  (IS-64  yearsl, 
1991  (in  millions) 

166 

50 

Projected  working-see  population 
(15-64  yearsl.  2025  (in  million?) 

197 

93 

Hourly  compensation  in  manufacturing, 
in  dollars.  1991  (index.  U.S.  =  100) 

100 

14 

Share  of  wages  in  manufacturing 
value  added  f  1990) 

36% 

20* 

Sources:  World  Bank.  World  Development  Report  1993:  U.S.  Department  of  Labor.  Bureau  of 
Labor  Statistics.  'International  Comparisons  of  Hourly.  Compensation  Costs  for  Production 
Workers  in  Manufacturing,  1991,"  Report  825.  June  1992:  and  author's  calculations. 

Table  1  also  shows  that  Mexico's  per  capita  GNP  was  about  one-seventh  of  the 
U.S.  level,  and  its  real  hourly  compensation  in  manufacturing  was  also  about  one- 
seventh  of  the  U.S.  rate,  at  current  exchange  rates  in  1991."  And  Mexico  has  a  con- 
siderably lower  share  of  wages  (of  production  workers)  in  manufacturing  value 
added.  These  differences  underlie  the  concern  in  the  UJS.  over  the  distributional 
consequences  of  trade  and  investment  liberalization  with  its  labor-abundant,  low- 
wage  neighbor  to  the  south. 

The  standard  economic  theory  of  international  trade  (the  Heckscher-Ohlin  model) 
clearly  implies  that  such  liberalization  should  lower  the  average  real  wages  of  most 
workers  in  the  U.S.  (except  those  with  high  skills  or  technical  training).  Moreover, 
the  wage  losses  pertain  not  only  to  those  workers  who  are  actually  displaced  by  in- 
creased imports  from  Mexico,  but  rather  to  all  workers  in  the  U.S.  labor  force  who 
lack  special  skills  or  professional/technical  training.  In  fact,  this  theory  assumes  full 
employment,  i.e.,  that  any  workers  who  lose  jobs  due  to  increased  imports  succeed 
in  getting  new  jobs  elsewhere  in  the  economy.  This  makes  the  important  point,  often 
overlooked  in  policy  discussions  of  NAFTA,  that  it  is  not  necessary  for  the  United 
States  to  experience  any  net  loss  of  jobs  in  order  for  the  vast  majority  of  the  U.S. 
labor  force  to  suffer  a  reduction  in  real  wages  and  living  standards  as  a  result  of 
NAFTA.  It  is  sufficient  for  the  production  oflabor-intensive  goods  to  shift  to  Mexico 
for  there  to  be  a  downward  pressure  on  VS.  wages.  As  one  nighly  respected  inter- 
national trade  textbook  put  it  in  its  most  recent  edition: 

Like  the  United  States,  Mexico  is  a  large  country,  and  so  free  trade  should  involve 
substantial  adjustments  in  each  country.  With  its  low-skill  but  fairly  literate  labor 
force,  Mexico's  comparative  advantage  evidently  lies  in  its  labor-intensive  activities 
and  that  of  the  United  States  in  activities  intensive  in  physical  and  human  capital. 
The  arrangement  could  thus  redistribute  income  in  both  countries,  away  from  labor 
in  the  United  States,  toward  it  in  Mexico.  The  ease  with  which  American  multi- 
national firms,  already  prevalent  and  successful  in  Mexico,  could  expand  their  oper- 


rate — the  number  of  children  born  to  a  typical  woman  if  she  lives  to  the  end  other  childbearing 
years—  fell  from  6.5  in  1970  to  3.2  in  1991,  and  is  projected  to  (all  further  to  2.4  in  2000. 

4  See,  for  example  Harley  Shaiken,  "Advanced  Manufacturing  and  Mexico:  The  Auto  and  Elec- 
tronics Sectors  in  US-Mexico  Trade  and  Investment,"  paper  prepared  under  contract  from  U.S. 
Congress,  Office  of  Technology  Assessment,  Contract  No.  13-1815.0  (University  of  California, 
San  Diego,  no  date). 

"These  figures  jumped  up  in  the  early  1990s  as  the  Mexican  peso  appreciated  in  real  terms. 
A  few  years  earlier,  Mexico  s  per  capita  GNP  was  on  the  order  of  one-tenth  of  the  U.S.  and  its 
manufacturing  hourly  compensation  was  as  low  as  one-twelfth  in  1988.  If  the  peso  depreciates, 
as  many  think  it  win  have  to  eventually  even  if  NAFTA  passes,  these  income  gaps  (in  dollar 
terms)  could  grow. 
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ations  speaks  for  the  potential  extent  of  trade  creation  but  also  underlines  the  pos- 
sible redistribution  of  factor  income. a 

The  Low-Wage  Competition  Issue 

Traditionally,  economists  have  argued  that  low  wages  do  not  confer  a  competitive 
advantage  on  less  developed  countries,  because  their  low  wages  merely  compensate 
for  the  low  average  productivity  of  their  labor.  They  can  only  export  those  goods  in 
which  they  have  a  comparative  advantage  in  labor  costs,  i.e.,  in  which  their  relative 
productivity  exceeds  their  relative  wage.  Correspondingly,  a  high-wage  country  still 
enjoys  comparative  advantages  in  those  sectors  where  its  relative  productivity  ex- 
ceeds its  relative  wage.  But  this  theory  rests  on  two  crucial  assumptions:  that  there 
is  full  employment  of  labor  in  both  countries,  and  that  capital  is  immobile  between 
the  countries  (so  that  firms  from  the  high-wage  country  cannot  relocate  their  capital 
to  the  low-wage  country).  Neither  of  these  assumptions'  holds  in  the  case  of  U.S.- 
Mexican trade. 

Like  most  developing  countries,  Mexico  has  what  is  called  a  "dual  economy":  a 
modern,  relatively  efficient  sector  coexists  alongside  a  backward,  relatively  ineffi- 
cient sector  (sometimes  called  the  "informal"  sector).  The  latter  sector  (which  in- 
cludes peasant  agriculture,  urban  handicrafts,  and  small-scale  marketing)  contains 
vast  numbers  of  underemployed  workers  with  very  low  productivity  and  meager  in- 
comes. In  the  modern  sector,  foreign  capital  and  technology  transfers  have  raised 
productivity  relatively  close  to  industrial  country  levels.  But  wages  in  the  modem 
sector  are  held  down  by  the  pressure  of  the  "surplus  labor"  which  is  constantly  seek- 
ing employment  in  the  modern  sector.  Thus  the  modern  sector  in  a  dual  economy 
can  potentially  obtain  an  overall  competitive  advantage  by  combining  cheap  labor 
with  high  productivity.  And  if  capital  is  highly  mobile,  there  is  a  strong  incentive 
for  multinational  firms  to  relocate  production  in  the  low-wage  region. 

Of  course,  this  does  not  mean  that  a  high-wage  country  like  the  United  States 
cannot  compete  at  all.  In  sectors  where  labor  costs  are  relatively  unimportant,  or 
where  transportation  costs  are  high,  or  where  our  natural  or  technological  advan- 
tages are  overwhelming  (such  as  corn  and  airplanes),  we  will  continue  to  be  com- 
petitive. But  there  is  evidently  a  wide  range  of  manufacturing  activities  where  it 
is  very  hard  for  U.S.-based  producers  to  compete  with  Mexican-located  producers 
paying  only  $1  or  even  $2  per  hour  for  labor,  if  there  are  no  barriers  to  free  trade 
and  investment.  And  this  range  includes  many  production  activities  in  high-tech  or 
high-wage  industries,  such  as  automobiles  and  parts,  computers,  and  electronics.  In- 
deed, approximately  three-quarters  of  the  jobs  created  in  Mexico  by  affiliates  of  U.S. 
multinational  firms  in  recent  years  have  been  in  these  industries,  not  in  low-wage 
sectors  like  textiles  and  apparel.7 

These  considerations  imply  that  the  potential  for  job  losses  over  the  medium  term 
(say,  five  to  twenty  years)  is  substantial.  The  jobs  lost  would  include  many  relatively 
well  paying  manufacturing  jobs,  as  well  as  some  relatively  low-wage  jobs.  Moreover, 
it  is  not  credible  to  assume  that  U.S.  workers  who  lose  jobs  will  generally  find  jobs 
paying  equal  or  higher  wages  elsewhere.  Recent  trends  m  the  U.S.  labor  market  do 
not  give  cause  for  optimism  in  this  regard.  As  manufacturing  employment  has 
shrunk  and  service-sector  employment  has  grown  in  recent  years,  the  wages  re- 
ceived by  workers  with  any  given  set  of  characteristics  (in  terms  of  education,  expe- 
rience, etc.)  have  generally  fallen,  except  for  those  with  the  highest  levels  of  post- 
graduate training.8  Thus  even  if  displaced  manufacturing  workers  do  find  jobs  else- 
where (and  not  all  will),  the  likely  effect  will  be  to  lower  their  real  incomes  and 
standard  of  living.  And  those  U.S.  workers  who  remain  in  manufacturing  will  be 
under  severe  pressure  to  accept  lower  compensation  lest  their  employers  shift  oper- 
ations to  Mexico  or  other  low-wage  countries. 

The  Likely  Labor  Market  Effects  of  NAFTA8 

It  is  often  pointed  out  that  the  majority  of  studies  of  NAFTA  by  professional 
economists  show  small  but  positive  gams  for  the  U.S.  economy,  including  employ- 


8  Richard  E.  Caves,  Jeffrey  A.  Frankel,  and  Ronald  W.  Jones,  World  Trade  and  Payments:  An 
Introduction,  sixth  edition  (New  York:  Harper  Collins,  1993),  p.  294. 

*  See  Robert  A.  Blecker  and  William  E.  Spriggs,  "Manufacturing  Employment  in  North  Amer- 
ica: Where  the  Jobs  have  Gone,"  Briefing  Paper,  Economic  Policy  Institute,  October  1992. 

8  See  Lawrence  Mishel  and  Jared  Bernstein,  State  of  Working  America,  1992  edition  (Armonk, 
NY:  M.E.  Sharpe,  Inc.,  for  the  Economic  Policy  Institute,  1993). 

"This  section  draws  upon  the  conclusions  of  a  survey  of  the  literature  on  the  employment  and 
wage  effects  of  NAFTA  which  the  author  is  doing  under  contract  no.  B9K33647  for  the  U.S.  De- 
partment of  labor,  Bureau  of  International  Labor  Affairs.  The  views  expressed  here  are  those 
of  the  author  alone  and  are  not  to  be  attributed  to  the  U.S.  Department  of  Labor. 
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ment  and/or  wage  gains  for  U.S.  workers. 10  This  is  certainly  true,  but  it  is  not  clear 
what  it  proves.  Majorities  of  professional  economists  have  been  wrong  in  the  past 
(how  many  predicted  the  Great  Depression  of  the  1930s,  or  even  the  sluggish  recov- 
ery of  the  early  1990s?).  The  issue  is  not  how  many  economists  reached  a  conclu- 
sion, but  how  they  reached  that  conclusions  and  whether  their  arguments  and  anal- 
yses are  convincing. 

One  recent  survey  of  NAFTA  models  made  the  following  observation:  "Most, 
though  not  all,  of  what  can  reliably  be  concluded  from  the  models  merely  confirms 
what  economists  already  knew  or  believed  to  be  very  likely."11  This  statement  is 
perhaps  more  true  than  its  authors  intended.  The  vast  majority  of  the  existing  stud- 
ies are  so  strongly  influenced  by  their  authors'  theoretical  views  and  prior  beliefs 
that  they  do  little  more  than  quantify  those  preconceptions.12  As  one  reporter  put 
it  recently,  l,What  the  models  do,  essentially,  is  put  numbers  on  theories."13  Most 
of  the  models  are  constructed  and  simulated  in  ways  which  are  virtually  guaranteed 
to  produce  results  which  conform  to  the  author's  prior  expectations.  Of  course,  this 
is  just  as  true  for  those  few  economic  studies  which  are  critical  of  NAFTA  as  it  is 
for  the  larger  number  which  are  supportive.  Nevertheless,  this  fact  should  give  us 
pause  before  deciding  the  issues  by  simple  majority  rule.  While  a  majority  of  the 
studies  may  reach  fairly  similar  conclusions,  this  is  more  a  barometer  of  profes- 
sional opinion  among  economists  than  an  indicator  of  actual  empirical  trends  in 
North  American  trade  and  investment. 

In  the  rest  of  this  section,  I  offer  some  conclusions  about  three  major  issues  con- 
cerning the  labor  market  effects  of  NAFTA:  aggregate  (net)  employment,  gross  job 
dislocation, and  wages  (income  distribution).  My  conclusions  are  necessarily 
judgmental,  and  are  based  on  my  own  assessment  of  which  studies  are  most  con- 
vincing in  each  area. 

NET  EMPLOYMENT  EFFECTS 

This  is  one  area  in  which  the  consensus  view  of  "most  professional  economists" 
is  probably  correct.  There  are  no  credible  estimates  of  large  net  (aggregate)  job 
losses  from  NAFTA,  but  then  there  are  no  credible  estimates  of  large  net  gains  ei- 
ther. Most  likely,  NAFTA  will  have  small  positive  net  effects  on  UTS.  employment 
in  the  short  run,  as  the  U.S.  temporarily  gets  larger  trade  surpluses  with  Mexico 
which  have  an  expansionary  effect  on  the  U.S.  economy.  These  increased  trade  sur- 
pluses will  be  financed  by  increased  net  outflows  of  capital  to  Mexico,  some  of  which 
may  represent  diversion  of  U.S.  domestic  investment.  As  long  as  this  investment  di- 
version effect  is  less  than  $1  for  $1,  the  net  employment  effect  should  be  positive 
in  the  short  run  (say,  the  first  2-5  years  after  NAFTA).  The  short-run  net  employ- 
ment gains  should  be  of  a  very  small  order  of  magnitude,  probably  under  100,000 
jobs  (less  than  0.1  percent  of  the  U.S.  labor  force),  and  quite  possibly  even  less  than 
that,  w 

For  the  longer  run,  it  is  of  course  much  harder  to  make  definite  projections.  Nev- 
ertheless, common  sense  suggests  that  these  short-run  net  job  gains  are  likely  to 
disappear  within  a  decade,  and  may  well  be  replaced  by  net  job  losses.  This  is  be- 
cause a  large  part  of  the  U.S.  trade  surplus  with  Mexico  in  the  short  run  will  be 
accounted  for  by  exports  of  capital  equipment  (financed  at  least  in  part  by  capital 
outflows)  designed  to  increase  the  capacity  and  productivity  of  the  Mexican  manu- 


i°  See,  for  example,  the  surveys  in  Drusilla  K.  Brown,  Alan  V.  Deardorff,  and  Robert  M.  Stem, 
"North  American  Integration,"  Economic  Journal,  vol.  102  (November  1992):  1507-18;  Nora 
Lustig,  Barry  P.  Bosworth,  and  Robert  Z.  Laurence,  eds.,  North  American  Free  Trade:  Assessing 
the  Impact  (Washington:  Brookings  Institution,  1992);  and  U.S.  Congressional  Budget  Office, 
"Estimating^ the  Effects  of  NAFTA:  An  Assessment  of  the  Economic  Models  and  Other  Empirical 
Studies,"  CBO  Paper,  June  1993. 

n  U.S.  Congressional  Budget  Office,  "Estimating  the  Effects  of  NAFTA:  An  Assessment  of  the 
Economic  Models  and  Other  Empirical  Studies,"  CBO  Paper,  June  1993,  p.  4. 

i2  For  some  critical  perspectives  on  the  studies  which  forecast  employment  and  wage  gains 
from  NAFTA  see  Jeff  Faux  and  Thea  M.  Lee,  "The  Effect  of  George  Bush's  NAFTA  on  American 
Workers:  Ladder  Up  or  Ladder  Down?"  Briefing  Paper,  Economic  Policy  Institute,  1992;  and 
William  E.  Spriggs  and  James  Stanford,  "Economists'  Assessments  of  the  Likely  Employment 
and  Wage  Effects  of  the  North  American  Free  Trade  Agreement,"  Hofstra  Labor  Law  Journal, 
vol.  10,  no.  2  (1993):  495-536. 

la  Sylvia  Nasar,  "A  Primer:  Why  Economists  Favor  Free-Trade  Agreement,"  New  York  Times, 
September  17,  1993,  p.  Al,  continued  on  p.  D5. 

i*Gary  C.  Hufbauer  and  Jeffrey  J.  Schott,  in  NAFTA:  An  Assessment  (Washington,  DC:  Insti- 
tute for  International  Economics,  1993),  have  made  a  well-publicized  estimate  of  about  170,000 
net  jobs  created  by  NAFTA  in  the  short  run.  However,  their  estimate  rests  entirely  on  a  pro- 
jected increase  in  U.S.  net  export"  to  (the  trade  surplus  with)  Mexico,  due  to  increased  capital 
outflows,  and  completely  ignor-eg  possible  investment  diversion  from  the  United  States. 
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facturing  sector.  As  a  result,  the  export  capacity  of  that  sector  should  grow  faster, 
while  the  growth  of  Mexico's  demand  for  U.S.  exports  will  slow  down,  by  the  end 
of  the  1990s. 18  This  implies  a  reduction  in  the  incremental  U.S.  trade  surplus  with 
Mexico  attributed  to  NAFTA,  and  eventually  a  possible  swing  to  a  deficit  (as  oc- 
curred between  the  U.S.  and  East  Asian  countries  such  as  Korea,  Taiwan,  and 
China  in  the  1980s)  which  would  be  facilitated  by  a  depreciation  of  the  peso  made 
inevitable  by  chronic  current  account  deficits  for  Mexico.  However,  given  the  likely 
magnitude  of  these  swings  in  the  U.S.  trade  balance,  the  eventual  negative  net  em- 
ployment impact  of  NAFTA  in  the  long  run  is  unlikely  to  exceed  0.1  or  0.2  percent 
of  the  labor  force  (about  200,000  workers  or  less). 

On  this  basis,  I  conclude  that  the  issue  of  the  net  job  effects  of  NAFTA,  which 
has  received  so  much  attention  in  the  media  and  in  the  Congress,  is  not  an  impor- 
tant basis  for  deciding  whether  to  vote  for  or  against  NAFTA.  The  aggregate  em- 
ployment implications  of  NAFTA  have,  quite  simply,  been  overblown  on  both  sides. 
There  are,  however,  more  important  reasons  to  be  concerned  about  the  labor  market 
effects  of  NAFTA. 

GROSS  JOB  DISLOCATION 

While  the  consensus  view  is  probably  correct  as  to  the  almost  negligible  net  em- 
ployment effects  of  NAFTA,  the  consensus  view  is  probably  off  the  mark  in  regard 
to  gross  job  dislocation.  The  studies  which  suggest  very  low  gross  dislocation  use 
methodologies  which  seem  to  bias  their  gross  dislocation  estimates  downward.  For 
example,  the  widely  cited  figure  of  145,000  workers  displaced  from  the  study  by 
Gary  C.  Hufbauer  and  Jeffrey  J.  Schott  rests  on  a  misleading  comparison  of  Mexico 
joining  NAFTA  with  other  countries'  experiences  of  trade  liberalization,  which  im- 
plies relatively  low  increases  in  U.S.  imports  from  Mexico  due  to  NAFTA.  And  this 
is  only  their  short-run  or  "foreseeable  future"  prediction;  their  long-term  estimate 
of  gross  displacement  reaches  324,000  even  assuming  (as  they  do)  balanced  trade. 16 

Of  course,  there  are  lower  estimates  still,  such  as  the  approximately  50.000  im- 
plied by  Drusilla  K  Brown,  Alan  V.  Deardorff,  and  Robert  M.  Stern,  and  the  long- 
term  gross  losses  of  about  80,000  to  150,000  jobs  implied  by  the  January  1993  re- 
port of  the  U.S.  International  Trade  Commission.  *7  The  Brown  et  al.  study  espe- 
cially makes  a  number  of  dubious  theoretical  and  NAFTA-related  assumptions 
which  have  the  effect  of  minimizing  potential  job  losses  (for  example,  the  authors 
assume  that  none  of  the  foreign  capital  which  is  invested  in  Mexico  as  a  result  of 
NAFTA  comes  out  of  U.S.  domestic  investment,  and  that  U.S.  workers  get  large  ben- 
efits from  "scale  economies"  which  more  than  offset  the  losses  predicted  by  tradi- 
tional trade  theory). 

At  the  other  end  of  the  spectrum,  the  projections  for  the  growth  of  U.S.  imports 
from  Mexico  in  the  1992  Economic  Strategy  Institute  study  imply  gross  dislocation 
of  between  about  837,500  and  912,500  workers  by  2002  as  a  result  of  NAFTA,  is  In 
between,  we  have  the  estimate  of  between  260,000  and  490,000  jobs  lost  due  to  in- 
creased foreign  investment  in  Mexico  by  Timothy  Koechlin  and  Mehrene  Larudee. 18 


wThis  reasoning  is  supported  by  the  analysis  in  Lawrence  Chimerine  and  Robert  Cohen. 
NAFTA:  Making  It  Better  (Washington,  DC:  Economic  Strategy  Institute,  1992).  See  also  Lustig, 
Mexico:  The  Remaking  of  an  Economy,  P.  11:  "[Mexican]  producers  are  importing  capital  goods 
to  increase  their  productive  capacity.  Thus  the  current  account  deficit  [of  Mexico]  may  shrink 
in  the  future,  as — investment  generates  the  anticipated  improvements  in  productivity  and  net 
exports ." 

i«The  possibility  of  an  eventual  trade  deficit  with  Mexico  is  simply  assumed  away  in  the  long- 
run  calculations  of  Hufbauer  and  Schoot.  See  Gaiy  C.  Hufbauer,  ''NAFTA  and  U.S.  Jobs,"  paper 
presented  at  NAFTA  Summit:  Beyond  Party  Politics,  Conference  sponsored  by  The  Brookings 
Institution,  The  Center  for  Strategic  and  International  Studies,  and  The  Fraser  Institute,  Wash- 
ington, DC,  June  28-29,  1993,  for  these  long-run  estimates. 

"See  Drusilla  K.  Brown,  Alan  V.  Deardorff,  and  Robert  M.  Stern,  "A  North  American  Free 
Trade  Agreement:  Analytical  issues  and  a  Computational  Assessment,"  World  Economy,  vol.  15 
(1992):  11-30;  and  U.S.  International  Trade  Commission,  Potential  Impact  on  the  U.S.  Economy 
and  Selected  Industries  of  the  North  American  Free-Trade  Agreement,  USITC  Publication  2596, 
January  1993. 

is  See  Lawrence  Chimerine  and  Robert  Cohen,  NAFTA:  Making  It  Better  (Washington:  Eco- 
nomic Strategy  Institute,  1992).  After  adjustments  for  trade  diversion  from  non-NAFTA  coun- 
tries to  Mexico,  Chimerine  and  Cohen  estimate  that  the  net  increase  in  U.S.  manufactured  im- 
ports as  a  result  of  NAFTA  will  be  between  $33.5  and  $36.5  billion  by  2002.  Using  their  employ- 
ment multiplier  of  25,000  jobs  per  $1  billion  of  trade,  the  figures  reported  here  are  obtained. 

"►See  Timothy  Koechlin  and  Mehrene  Larudee,  "The  High  Cost  of  NAFTA,"  Challenge,  vol. 
35  (September-October  1992):  19-26;  and  Timothy  Koechlin,  Mehrene  Larudee,  Samuel  Bowles, 
and  Gerald  Epstein,  "Estimates  of  the  Impact  of  the  Free  Trade  Agreement  on  direct  U.S.  In- 
vestment in  Mexico,"  Summary  of  Testimony  to  the  U.S.  Trade  Representative  Public  hearings 
on  NAFTA,  Boston,  MA,  September  11,  1991. 
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If  gross  job  dislocation  of  this  magnitude  is  a  serious  possibility,  even  if  spread 
out  over  a  ten-year  period,  it  implies  a  considerably  greater  need  for  labor  adjust- 
ment assistance  than  if  one  believes  the  studies  with  much  lower  numbers.  Cer- 
tainly, it  is  critical  to  have  better  estimates  of  this  effect  and  to  have  adequate  poli- 
cies in  place  before  proceeding  further  in  the  NAFTA  process.  Until  more  reliable 
estimates  are  available,  simply  taking  the  midrange  of  the  available  estimates  sug- 
gests that  gross  job  dislocation  on  the  order  of  about  a  half  million  workers  over 
a  decade  is  a  realistic  possibility,  and  this  figure  is  probably  conservative. 

This  still  leaves  open  the  question  of  where  the  job  losses  will  take  place.  My 
reading  of  the  literature  suggests  that  the  gross  dislocation  will  be  most  pronounced 
in  the  following  industries:  apparel,  computers  and  electronics,  food  processing,  fur- 
niture and  wood  products,  glass,  appliances,  and  automobiles  and  parts.  While  these 
job  losses  will  be  offset  by  job  gains  elsewhere  (or  even,  in  some  cases,  in  different 
segments  of  the  same  industries),  it  is  important  to  emphasize  that  this  does  not 
mean  that  the  workers  who  are  actually  displaced  will  get  other  jobs  or  jobs  that 
pay  equivalent  wages  and  benefits.  Thus  there  are  real  social  costs  of  the  gross  job 
displacement  which  are  not  eliminated  simply  because  the  net  job  changes  are  much 
smaller  (or  even  if  they  are  slightly  positive). 

WAGES  AND  INCOME  DISTRIBUTION 

Finally,  in  regard  to  wages,  basic  economic  theory  and  common  sense  make  it  dif- 
ficult to  see  how  the  U.S.  could  undergo  deep  economic  integration  with  a  far  more 
labor-abundant,  low-wage  neighbor  without  experiencing  some  degree  of  downward 
wage  convergence.  The  one  empirical  study  which  has  directly  applied  the  conven- 
tional theoretical  approach  in  this  regard  is  that  of  Edward  Learner.21  Learner  esti- 
mates significant  income  losses  for  most  U.S.  workers  (those  without  professional 
or  technical  training),  as  a  result  of  a  fall  in  the  relative  price  of  labor-intensive 
goods  due  to  trade  liberalization  with  a  more  labor-abundant  country  like  Mexico. 
Learner  gives  a  wide  range  of  estimates,  and  concludes  that  wage  losses  on  the 
order  of  (roughly)  $1,000  per  year  are  reasonable  to  expect.  Learner  also  looks  at 

(>ast  experiences  of  wage  convergence  (especially  in  Europe)  and  concludes  that  such 
osses  are  consistent  with  those  experiences. 

This  conclusion  is  confirmed  by  the  recent  modeling  effort  of  James  Stanford.22 
This  model,  which  builds  in  a  "bargaining"  specification  of  wage  determination  with 
a  variable  measuring  labor  standards,  and  which  includes  a  more  realistic  treat- 
ment of  investment  diversion  than  any  other  existing  model  of  NAFTA  predicts  av- 
erage wage  losses  for  U.S.  workers  of  about  0.4  percent  to  1.1  percent  in  the  absence 
of  ameliorative  social  policies.  While  the  other  models  have  predicted  small  wage 
gains  for  U.S.  workers,  they  invariably  make  assumptions  (both  theoretical  and  m 
regard  to  the  foreign  investment  effects  of  NAFTA)  that  effectively  bias  their  results 
toward  showing  wage  gains. 

Finally,  it  is  worth  emphasizing  that  the  wage  issue  is  separate  and  distinct  from 
the  employment  issue.  Economic  integration  with  a  more  labor-abundant  country 
could  cause  wages  to  fall  even  if  there  are  no  net  job  losses,  indeed  even  if  there 
are  small  net  job  gains.  Of  the  two  studies  which  find  negative  effects  of  NAFTA 
on  wages,  one  (Learner)  assumes  full  employment  and  the  other  (Stanford)  finds 
negligible  net  employment  effects  for  the  U.S.  One  does  not  have  to  believe  that 
NAFTA  will  create  a  "giant  sucking  sound"  of  large  numbers  of  jobs  actually  moving 
south  in  order  to  conclude  that  it  can  still  have  a  depressing  effect  on  U.S.  real 
wages. 

LABOR  STANDARDS 

Many  NAFTA  critics  have  argued  strongly  that  Mexico's  enforcement  of  its  own 
labor  standards  is  extremely  lax,  that  Mexico  has  not  maintained  a  decent  real  min- 
imum wage  even  by  its  own  standards,  and  that  Mexico  does  not  give  workers  the 
right  to  organize  free,  independent  trade  unions  (i.e.,  unions  outside  the  control  of 


30  See  Norman  J.  Glickman  and  Douglas  P.  Woodward,  The  New  Competitors:  How  Foreign 
Investors  are  Changing  the  U.S.  Economy  (New  York:  Basic  Books,  1989),  Table  C.3,  p.  323, 
who  give  a  figure  of  20,800  gross  jobs  displaced  per  $1  billion  of  outward  direct  foreign  invest- 
ment in  1986.  Converted  to  1990  dollars,  which  are  the  basis  for  Koechlin  and  Larudees  calcula- 
tions, this  figure  is  equivalent  to  approximately  19,500  jobs  per  $1  billion  of  foreign  investment, 
Multiplying  19,500  times  the  foreign  investment  estimates  from  Koechlin  and  Larudee  (see  pre- 
vious note)  gives  the  gross  displacement  estimate  reported  here. 

si  Edward  E.  Learner,  "Wage  Effects  of  a  U.S.-Mexican  Free  Trade  Agreement,''  National  Bu- 
reau of  Economic  Research,  working  Paper  No.  3991,  February  1992.  Although  these  are  not 
strictly  estimates  of  the  effects  of  NAFTA  per  se,  Learner  argues  that  enacting  NAFTA  would 
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the  ruling  party). 2S  Moreover,  it  has  also  been  alleged  that  the  NAFTA  agreement 
negotiated  by  the  Bush  administration,  even  when  combined  with  the  labor  side 
agreement  negotiated  by  the  Clinton  administration,  does  little  or  nothing  to  reverse 
these  conditions,  and  thus  in  effect  permits  them  to  continue.  24  In  regard  to  the 
side  agreements,  it  has  particularly  been  noted  that  they  have  limited  coverage  (e.g., 
they  exclude  union  organizing  rights  from  any  enforcement  mechanisms,  and  fail  to 
provide  for  increases  in  minimum  wages  in  line  with  productivity  growth),  and  that 
even  in  those  areas  which  they  cover  (e.g.,  child  labor  restrictions,  health  and  safety 
regulations,  and  existing  minimum  wages  laws)  the  enforcement  provisions  are  so 
full  of  loopholes  that  it  is  almost  inconceivable  that  any  sanctions  would  ever  be  im- 
posed. The  weakness  of  labor  side  agreement  stands  in  stark  contrast  to  the 
strength  of  the  protections  for  foreign  investors  and  property  rights — including  swift 
and  effective  enforcement  mechanisms  in  cases  of  violations  of  investors'  rights — in 
the  main  body  of  the  NAFTA. 

The  failure  of  NAFTA  to  press  for  future  upward  harmonization  of  effective  labor 
standards  is  critical  because  it  relates  to  how  trade  and  investment  liberalization 
with  Mexico  will  affect  the  political  influence  and  bargaining  power  of  the  U.S., 
Mexican,  and  Canadian  labor  movements,  which  in  turn  will  influence  future  wages 
and  working  conditions  for  workers  in  all  three  countries.  As  presently  conceived, 
NAFTA  gives  tremendous  leverage  to  employers  by  allowing  them  to  move  produc- 
tion and  jobs  freely  to  whatever  part  of  North  America  is  most  profitable  for  any 
particular  product  or  process,  while  leaving  workers  in  each  country  stuck  largely 
within  the  confines  01  their  existing  national  laws  and  practices  regarding  labor 
rights  and  standards.  Thus,  even  if  NAFTA  has  fairly  modest  direct  effects  on  U.S. 
jobs  and  wages,  the  design  of  the  present  NAFTA  (including  the  relatively  weak 
labor  side  agreement)  could  have  additional,  indirect  effects  on  the  ability  of  U.S. 
workers  to  maintain  and  enforce  a  high  level  of  labor  standards  and  bargaining 
rights  for  years  to  come.  Moreover,  by  failing  to  make  any  significant  progress  in 
upgrading  North  American  labor  standards  and  labor  rights,  NAFTA  effectively 
ratifies  the  weakness  and  political  dependency  of  the  Mexican  labor  movement,  thus 
making  it  harder  for  Mexican  workers  to  reap  the  benefits  of  increased  trade,  in- 
vestment, and  productivity  in  the  form  of  higher  wages  and  better  working  condi- 
tions. 

The  concern  over  labor  standards  and  rights  thus  dovetails  with  the  concern  over 
the  likely  distributional  consequences  of  NAFTA.  By  encouraging  more  trade  with 
and  especially  more  foreign  investment  in  a  more  labor-abundant  country,  NAFTA 
inevitably  puts  downward  pressure  on  U.S.  wages.  This  pressure  could  be  offset  to 
a  significant  extent  if  there  were  counteracting  efforts  to  upgrade  Mexican  labor 
standards  and  organizing  rights.  But  no  such  efforts  are  made  in  NAFTA,  or  even 
in  the  side  agreements.  Nevertheless,  NAFTA  greatly  enhances  the  mobility  of  cap- 
ital, and  strongly  protects  foreign  capital  and  property  rights  throughout  North 
America.  As  a  result  of  this  disparity  in  the  treatment  of  labor  and  capital,  NAFTA 
will  increase  the  bargaining  strength  and  power  of  businesses  and  employers  in  all 
three  countries  (who,  of  course,  will  often  be  the  same).  The  result  is  that  the  de- 
pressing economic  effect  of  U.S.-Mexican  trade  and  investment  liberalization  on  U.S. 
wages  will  be  exacerbated  by  the  continuation  of  weak  labor  standards  and  lax  en- 
forcement of  labor  rights. 

POLICY  CONCLUSIONS:  THE  POLITICAL  ECONOMY  OF  NAFTA 

It  is  important  not  to  overstate  the  case  against  the  NAFTA  agreement.  Millions 
of  jobs  will  not  disappear  overnight,  and  there  are  definite  gains  in  the  agreement 
for  U.S.  business  interests.  Some  important-export  markets  in  Mexico  are  opened 
up  in  areas  such  as  government  procurement,  the  oil  industry,  and  finished  auto- 
mobiles (although  only  after  lengthy  phase-outs  of  existing  protection  in  some 
cases).  There  are  advantages  to  the  United  States  in  trading  more  with  Mexico, 
which  buys  a  lot  of  U.S.  exports,  rather  than  with  East  Asia,  which  maintains  more 
closed  markets  and  buys  relatively  more  Japanese  exports.  And  allowing  more  for- 
eign investment  in  Mexico  could  assist  many  U.S.  corporations  in  "restructuring", 
efforts  that  could  help  to  make  them  more  profitable. 


as  See,  for  example,  Sheldon  Friedman,  "NAFTA  as  Social  Dumping,"  Challenge,  vol.  35  (Sep- 
tember-October 1992):  27-32;  and  Richard  Rothstein,  "Setting  the  Standard:  International  Labor 
Rights  and  U.S.  Trade  Policy."  Briefing  Paper,  Economic  Policy  Institute,  Washington,  DC,  1993. 

2*  See  Jerome  I.  Levinson,  "The  Labor  Side  Accord  to  the  North  American  Free  Trade  Agree- 
ment: An  Endorsement  of  Abuse  of  Worker  Rights  in  Mexico,"  Briefing  Paper,  Economic  Policy 
Institute,  September  1993. 
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Nevertheless,  I  believe  that  this  agreement  puts  American  workers  at  much  great- 
er risk  than  is  necessary  in  order  to  have  expanded  trade  with  Mexico.  Indeed,  this 
trade  is  already  expanding  quite  rapidly  even  without  NAFTA,  and  (along  with 
trade  with  other  low- wage  regions  like  East  Asia)  is  already  putting  downward  pres- 
sure on  U.S.  workers'  incomes.  The  negotiation  of  the  NAFTA  presented  us  with  the 
opportunity  to  do  something  about  this,  by  linking  the  opening  up  of  markets  for 
goods  and  capital  to  social  progress  in  areas  such  as  labor  standards,  organizing 
rights,  minimum  wages,  political  democracy,  and  environmental  protection.  This  op- 
portunity has  still  been  largely  untaken. 

Of  course,  we  cannot  expect  Mexico  to  upgrade  its  wages  or  standards  to  U.S.  or 
Canadian  levels  overnight,  and  ultimately  any  decisions  about  social  conditions  in 
Mexico  should  be  for  the  Mexican  people  to  make  through  freely  elected  representa- 
tives. But  when  the  Mexican  government  requests  a  special  trade  arrangement,  of 
a  type  which  the  U.S.  has  with  only  a  handful  of  other  countries  (Canada  and  Is- 
rael), the  U.S.  has  the  right  to  expect  certain  conditions  in  return.  In  this  context, 
it  is  neither  condescending  nor  "holler-than-thou'to  insist  that  a  country  seeking 
equal  treatment  with  domestic  producers  in  terms  of  trade  should  be  willing  to  dis- 
cuss a  range  of  social  concerns  and  issues. 

The  Bush  administration  negotiators  did  an  excellent  job  (perhaps  too  good  a  job) 
of  extracting  concessions  from  Mexico  in  matters  relating  to  foreign  investment  and 
property  rights.  If  one  thinks  only  of  the  interests  of  the  U.S.  business  community, 
then  Gary  Hufbauer  is  quite  right  that  "NAFTA  represents  a  stunning  success  for 
U.S.  commercial  diplomacy."25  Certainly,  when  it  came  to  intellectual  property 
rights,  capital  controls,  and  government  procurement  policies,  Mexico's  sovereignty 
was  sacrificed  on  the  alter  of  trade  and  investment  liberalization. 

But  unless  one  seriously  believes  that  "what  is  good  for  General  Motors  is  good 
for  America,"  then  one  has  to  recognize  that  the  U.S.  negotiating  agenda  which  pro- 
duced this  NAFTA  agreement  was  incredibly  one-sided.  Business  interests  got  vir- 
tually a  wish -list  of  their  trade  policy  objectives;  labor  interests  were  frozen  out  of 
the  original  negotiations  and  have  been  offered  little  more  than  window  dressing  in 
the  side  agreements. 

This  contrast  lies  at  the  heart  of  the  controversy  over  NAFTA.  It  is  not  just  a 
matter  of  "special  interest  politics,"  as  some  have  alleged.  The  unequal  treatment 
of  business  and  workers  in  NAFTA  explains  the  great  disparity  between  elite  opin- 
ion (which  generally  favors  NAFTA)  and  mass  public  opinion  (which  is  much  more 
distrustful).  The  average  business-person  looks  at  NAFTA  and  sees  investment  op- 

{>ortunities;  the  average  citizen  or  worker  looks  at  it  and  sees  little  but  potential 
osses  of  jobs  and  incomes  (even  if  the  fears  on  the  jobs  front  have  been  exaggerated 
in  some  quarters).  Indeed,  the  distributional  implications  of  NAFTA  are  almost  ex- 
actly the  reverse  of  what  free  trade  economists  usually  claim:  the  losses  (in  average 
wages)  will  be  widespread  and  diffuse,  although  small  in  proportional  terms,  while 
the  gains  (mainly  in  corporate  profits)  will  be  large  and  concentrated. 26  There  is  no 
"representative  consumer"  who  will  benefit  from  cheaper  imports  due  to  NAFTA, 
unless  by  that  one  means  the  upper-middle  class  of  professional  and  technical  work- 
ers whose  livelihoods  will  not  be  threatened.  Rather,  the  representative  citizen  is 
a  worker  of  ordinary  skills  and  training  whose  wages  are  likely  to  fall  in  real  terms, 
no  matter  how  many  imported  consumer  goods  he  or  she  buys.  As  Lester  Thurow 
has  written, 

I  have  no  doubt  that  net  gains  will  accrue  to  the  United  States  in  terms  of  a  larg- 
er GNP,  but  adding  up  large  gains,  subtracting  large  losses,  and  then  coming  to  the 
conclusions  that  the  results  are  positive  does  not  deal  with  the  real  issue.  In  truth 
a  lot  of  jobs  will  move  to  Mexico  and  a  lot  of  Americans  will  work  for  lower  wages 
as  a  result  of  the  integration.  ** 

In  spite  of  the  threats  from  some  leaders  that  rejection  of  this  particular  agree- 
ment will  irreversibly  harm  U.S.-Mexican  relations,  I  believe  that  reason  will  pre- 
vail, and  that  two  nations  with  so  many  common  interests  and  concerns  will  come 
back  to  renegotiate  their  future  relationship.  The  debate  over  NAFTA  in  this  coun- 
try should  be  understood  as  a  referendum  on  our  own  economic  priorities  and  politi- 
cal values,  not  a  vote  on  whether  we  should  or  shouldn't  trade  with  Mexico.  Perhaps 
the  next  time,  we  will  have  a  more  balanced  set  of  priorities  and  a  more  inclusive 


as  Gary  Hufbauer,  "NAFTA  and  U.S.  Jobs,"  op  cit  p.  2. 

26  Of  course,  there  will  also  be  large,  concentrated  gains  or  losses  for  workers  who  either  gain 
or  lose  specific  jobs  due  to  NAFTA. 

^  Lester  C.  Thurow,  "NAFTA,"  MIT  Sloan  School  of  Management,  May  1993,  p.  2.  Thurow 
suggests  that  "the  right  joint  Mexican-US  answer  is  to  focus  NAFTA  outward  on  joint  exports 
to  the  rest  of  the  world  rather  than  just  being  a  low  wage  manufacturing  area  servicing  the 
U.S.  market"  (p.  4). 
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set  of  values,  and  we  will  be  able  to  negotiate  a  better  framework  for  regulating  eco- 
nomic integration  in  North  America. 

The  Chairman.  Professor  Shaiken. 

Mr.  Shaiken.  Thank  you,  Mr.  Chairman  and  members  of  the 
committee.  I  am  very  pleased  to  be  here  as  well. 

I  would  like  to  begin  by  saying  that  I  feel  expanded  trade  with 
Mexico  could  benefit  people  in  both  countries,  both  Mexico  and  the 
United  States.  There  is  little  issue  with  that.  But  the  North  Amer- 
ican Free  Trade  Agreement  as  currently  negotiated  threatens  to  ex- 
pand trade  at  the  price  of  a  high- wage,  high- skill  strategy  within 
the  United  States,  which  Secretary  Reich  has  argued  so  eloquently 
in  other  contexts. 

I  think  a  high-skill,  high-wage  context  is  important  for  the  U.S. 
This  agreement  threatens  it. 

I  would  like  to  briefly  discuss  two  areas  which  I  think  make  that 
point.  The  first  is  the  nature  of  Mexico's  manufacturing  base  today, 
and  the  second  is  the  wage  productivity  gap  which  continues  in 
Mexico,  which  will  likely  have  a  downward  impact  on  wages  within 
the  United  States. 

As  far  as  the  first  area  on  Mexico's  industrial  base,  there  has 
been  a  flurry  of  statistics  on  both  sides  of  this  question.  So  I  would 
like  to  start  with  a  simple  observation,  which  is  that  companies 
that  go  to  Mexico  today  to  build  factories  can  expect  to  have  com- 
parable productivity  and  quality  to  their  U.S.  plants  at  one-seventh 
the  wage  cost.  This  is  not  a  projection.  This  is  based  on  my  re- 
search over  the  last  decade,  most  of  which  in  fact  was  before 
NAFTA  was  an  issue  one  way  or  another,  before  it  was  even  pro- 
posed. 

What  that  specifically  means  is  this.  If  we  look  at  automobile  en- 
gines, among  the  most  complicated  parts  to  manufacture,  auto  en- 
gine factories  in  Mexico  produce  a  comparable  number  of  engines 
per  worker  to  U.S.  plants;  they  pay  $2.30  an  hour  or  less,  compared 
to  $17.50  an  hour  within  the  U.S.  Again,  I  emphasize  this  is  not 
a  projection.  This  is  the  experience  of  the  last  decade,  which  will 
undoubtedly  carry  forward,  experience  with  a  very  flawed  infra- 
structure. 

The  Chairman.  Are  you  talking  about  the  same  quality,  too? 

Mr.  Shaiken.  Higher  quality  in  Mexico.  In  the  plant  that  I  stud- 
ied most  extensively,  the  quality  of  the  engines  for  the  last  full 
year  of  production,  1991,  was  34  percent  higher  in  Mexico.  So  the 
same  output,  higher  quality,  one-seventh  the  wages. 

I  think  there  can  be  little  dispute  about  this  in  terms  of  the  expe- 
rience, but  a  very  legitimate  question  is  how  replicable  is  this.  Is 
this  one  plant  or  two  plants?  How  typical  is  this  of  the  Mexican  in- 
dustrial base? 

Well,  last  year,  Mexico  exported  $1.2  billion  worth  of  auto  en- 
gines. That  is  over  one  million  engines.  It  is  one  of  the  largest  ex- 
porters of  auto  engines  in  the  world.  The  Mexican  Government 
projects  that  within  the  next  2  years,  that  will  double.  Last  year, 
Mexico  exported  400,000  finished  vehicles  at  quality  that  on  the 
whole  is  higher  than  comparable  plants  in  the  United  States.  Last 
year,  Mexico  exported  6  million  color  televisions,  52  percent  of  our 
imports,  30  percent  of  the  total  market. 
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So  the  notion  that  this  is  one  or  two  plants  I  think  is  deeply 
flawed.  The  reality  is  that  new  Mexican  plants,  with  intensive 
training  and  a  work  force  with  a  basic  education,  in  18  months  to 
3  years  can  match  U.S.  output  levels. 

Well,  if  that  is  the  case,  one  issue  that  always  comes  up  is  why 
did  Mercedes  go  to  the  United  States.  I  would  like  to  briefly  ad- 
dress that,  because  I  think  the  issue  here  is  image.  And  Mercedes 
is  also  building  an  assembly  plant  in  Mexico,  and  the  managing  di- 
rector of  Mercedes  of  Mexico  emphasized  that  this  is  only  the 
fourth  car  assembly  site  outside  Germany.  And  I  quote  from  Auto- 
motive News  of  December  of  last  year.  "Mercedes  managers  insist 
that  Mexican  quality  will  match  that  of  its  German-built  cars."  He 
then  goes  on  to  say,  "The  image  of  a  Mexican-built  Mercedes  will 
be  more  of  an  obstacle  to  consumers  than  the  quality  itself." 

It  is  image  that  drives  the  U.S.  investment  here.  Image  is  not 
enough  to  sustain  a  manufacturing  economy. 

The  second  point  I  would  briefly  like  to  make  is  on  the  notion 
of  the  wage-productivity  relationship  within  Mexico.  If  we  compare 
1980  to  1992,  there  are  a  lot  of  different  ways  to  define  productiv- 
ity. If  we  use  the  lowest  series,  Mexican  productivity  goes  up  by 
about  one-third;  Mexican  real  hourly  wages  go  down  by  about  one- 
third  during  that  period. 

Well,  proponents  of  NAFTA  say  those  are  the  wrong  base  years. 
Let  us  compare  1987  to  1992,  the  trough  of  the  recession  to  last 
year.  If  we  look  at  that  comparison,  and  we  use  the  latest  produc- 
tivity and  wage  numbers  from  the  Mexican  Government,  productiv- 
ity went  up  about  25  percent  during  that  period,  real  hourly  com- 
pensation went  up  13.5  percent.  Even  in  this  recovery,  productivity 
is  rising  far  faster  than  hourly  wages  in  Mexico.  I  think  a  key  rea- 
son for  that  is  the  lack  of  labor  rights,  State  policies,  in  Mexico, 
and  the  fact  that  unions  are  government-controlled. 

Labor  markets  do  matter  in  Mexico.  Those  labor  markets  depress 
wages.  So  if  you  have  a  situation  where  you  can  achieve  equal 
quality  at  much  lower  wages,  that  obviously,  I  think,  will  exert  a 
downward  pressure  on  U.S.  labor  markets. 

One  further  brief  point.  Dr.  Lustig  in  her  written  testimony 
pointed  out  that  under  NAFTA,  Mexican  wages  will  rise  2.4  per- 
cent a  year  in  manufacturing.  If  that  is  true — and  I  would  have 
some  doubts  that  it  is — but  if  that  is  true,  they  will  achieve  parity 
with  current  U.S.  wages  in  87  years,  provided  U.S.  wages  do  not 
go  down. 

This  leads  me  to  my  last  point,  and  I  think  perhaps  the  most  piv- 
otal one.  Is  this  NAFTA,  however  imperfect,  better  than  no  NAFTA 
at  all?  Don't  we  have  the  same  problems  in  any  case? 

In  fact,  I  think  that  is  a  legitimate  standard  to  look  at  it,  and 
I  would  just  rephrase  something  that  Mr.  Schott  said  in  his  testi- 
mony, that  this  agreement  "is  one  of  the  most  lopsided  trade  agree- 
ments the  U.S.  has  ever  negotiated.  What  it  is  about  is  what  Mex- 
ico has  to  do  to  join  the  trading  club." 

In  the  area  of  labor  rights,  Mexico  has  to  do  zero  to  join  the  trad- 
ing club.  There  are  no  requirements  in  effect  in  the  key  area  of  in- 
dustrial relations  for  joining  the  club.  Under  these  circumstances, 
the  agreement  is  not  a  neutral;  it  will  preclude  further  reform  in 
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Mexico,  because  it  will  indicate  to  the  Mexican  Government  that  it 
has  met  its  maximum  obligations  to  the  United  States. 

I  emphasize  in  closing  that  expanded  trade  is  very  healthy,  and 
expanded  trade  is  something  that  would  be  desirable  for  both  our 
countries;  but  expanded  trade  in  which  Mexico  provides  workers 
and  the  U.S.  provides  consumers  is  neither  beneficial  nor  sustain- 
able over  the  long-term. 

Thank  you. 

[The  prepared  statement  of  Mr.  Shaiken  follows:] 

Prepared  Statement  of  Harley  Shaiken 

Much  of  the  debate  over  NAFTA  has  become  embroiled  in  an  increasingly  heated 
war  of  projections:  will  the  agreement  create  200,000  iobs  in  the  next  two  years  or 
will  it  cost  400,000  jobs  over  the  next  four  years?  While  the  implications  of  NAFTA 
for  US  jobs  are  central,  understanding  the  possible  impact  of  this  agreement  re- 
quires going  beyond  the  conflicting  predictions  and  looking  at  the  underlying  factors 
shaping  manufacturing  trade  between  the  US  and  Mexico. 

In  the  last  decade  or  so  a  powerful  new  reality  has  emerged:  Mexican  export 
plants  in  industries  from  automobiles  to  electronics  achieve  productivity  and  quality 
comparable  to  the  US  at  one  seventh  the  wage  levels.  As  a  result  of  high  productiv- 
ity, Mexico's  low  wages  translate  into  low  unit  costs  in  increasingly  sophisticated 
production.  Holding  to  an  outdated  vision,  however,  many  assume  that  Mexican 
wages  are  low  because  Mexican  productivity  is  low.  In  fact,  in  the  export  sector 
Mexican  wages  are  low  for  reasons  that  have  little  to  do  with  productivity.  Instead, 
wages  are  artificially  depressed  by  government  policies  and  constricted  labor  rights, 
among  other  factors.  Unless  this  frayed  link  between  rising  productivity  and  wages 
is  repaired,  then  Mexico  will  be  much  more  attractive  as  an  export  platform  than 
as  a  consumer  market.  The  result  will  not  only  throttle  the  development  of  Mexico's 
consumer  market  but  could  serve  as  a  magnet  for  US  jobs  and  press  down  on  US 
wage  levels. 

I  would  like  to  explore  briefly  four  questions  that  shed  light  on  the  wage-produc- 
tivity link  in  Mexico  and  its  implications  for  jobs  and  wages  in  the  US: 

— What  is  Mexico's  industrial  potential? 

— What  is  the  relation  between  wages  and  productivity  in  Mexican  manufactur- 
ing? 

— How  large  is  the  Mexican  consumer  market  and  how  many  jobs  does  it  create 
in  the  US? 

— Isn't  NAFTA,  with  its  admitted  imperfections,  better  than  no  agreement  at  all? 

What  is  Mexico's  industrial  potential? 

The  debate  over  the  capability  of  Mexican  manufacturing  has  clearly  been  caught 
in  the  crossfire  over  NAFTA.  A  recent  article  in  the  Washington  Post  "On  Closer 
Look,  Firms  See  Less  to  Mexico,"  stated  that  "Mexican  officials  [in  Mexico  City)  are 
arguing  that  problems  of  infrastructure  and  a  range  of  other  economic  factors  make 
Mexican  labor  far  less  of  a  bargain  than  it  first  appears  (9/29/93)."  When  Mexican 
officials  begin  arguing  that  Mexico  is  not  a  good  place  in  which  to  invest,  one  might 
safely  conclude  that  the  debate  has  taken  on  a  political  dimension. 

Many  scholars  also  underestimate  Mexico's  industrial  capability.  Nora  Lustig,  for 
example,  maintains  that  "even  if  US  firms  were  to  transfer  to  Mexico  their  modern 
technology  along  with  their  investment,  productivity  would  still  not  be  equal  be- 
cause Mexico's  infrastructure  is  so  much  poorer  than  that  of  the  US."  This  assertion, 
which  makes  sense  intuitively,  is  nonetheless  contradicted  by  a  significant  body  of 
empirical  evidence.  Mexico's  infrastructure  is  dearly  inferior,  but  this  failing  has  not 
seriously  dampened  the  productivity  or  quality  of  an  entire  generation  of  export 
plants  over  the  last  decade.  Moreover,  even  if  Mexican  plants  are  somewhat  less 
productive  than  their  US  counterparts,  the  enormous  wage  gap  more  than  makes 
up  for  this  shortfall. 

In  a  series  of  studies  over  the  last  decade — most  completed  before  NAFTA  was 
even  proposed — I  have  found  that  Mexican  firms  have  been  able  to  achieve  com- 
parable productivity  and  quality  to  US  firms  in  complex  manufacturing  from  auto- 
mobile engines  to  computers.  Firms  have  achieved  these  impressive  results  in  from 
18  months  to  three  years  with  young,  inexperienced  workers  in  spite  of  a  poor  in- 
dustrial infrastructure. 

Consider  the  Nissan  complex  in  Aguascalientes.  The  plant  has  the  capacity  to 
manufacture  over  360,000  engines,  180,000  manual  transaxles,  240,000  finished  ve- 
hicles, and  a  variety  of  other  parts.  In  the  early  1990s  the  plant  scored  the  lowest 
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number  of  defects  on  engines  audited  at  the  end  of  the  line  among  Nissan's  engine 
plants  throughout  the  world.  Not  surprisingly,the  Mexican  plant  will  be  supplying 
engines  for  Nissan's  hot-selling  Altima  in  the  US  and  Nissan  has  committed  $1  bil- 
lion to  expand  its  Mexican  operations. 

The  proven  success  of  a  generation  of  automobile  engine,  assembly,  and  consumer 
electronics  plants  has  spawned  a  far-reaching  transformation  of  Mexico's  supplier 
base  in  these  industries.  The  purchasing  manager  at  Ford's  Hermosillo  plant  rated 
its  Mexican  suppliers  as  frequently  superior  to  comparable  US  firms,  but  not  yet 
at  the  level  of  the  Japanese.  The  purchasing  manager  of  a  major  US  automobile  en- 

S'ne  manufacturer  maintains  that  "the  supply  base  that  we  are  using  in  Mexico  is 
illy  world-competitive.  In  fact,  some  of  them  can  ship  to  Europe  and  Japan."  He 
then  added  "the  world  has  turned  180  degrees  on  sourcing  in  Mexico." 

As  a  result  of  improvements  among  Mexico's  suppliers,  when  firms  build  new  as- 
sembly plants  they  will  increasingly  seek  to  develop  a  Mexican  supplier  base  as 
well.  General  Motor's  is  mid-way  through  constructing  a  $400  million  truck  plant 
near  Guanajuato,  Mexico.  Although  GMnas  publicly  released  few  details,  Notimex, 
the  Mexican  government-owned  news  agency,  reported  that  according  to  the  state's 
deputy  economic  development  director  "General  Motors  plans  to  set  up  28  new  auto 
parts  factories  in  Guanajuato  during  1993,  starting  with  an  initial  investment  of 
two  billion  nuevo  pesos  (US  $645  million).  The  plants  will  eventually  form  a  major 
supply  center  for  the  company's  automobile  and  truck  assembly  plants  in  Mexico 
(Notimex,  3/18/93)."  Economic  development  officials  in  Guanajuato  were  not  able  to 
confirm  these  specific  projections,  but  did  indicate  that  it  is  likely  that  20  to  30  sup- 

filiers  will  locate  in  the  area,  some  moving  from  Mexico  City  while  others  relocate 
rom  the  US. 

Automakers  are  anxious  to  use  one  set  of  suppliers  for  both  Mexico  and  the  Unit- 
ed States  wherever  possible  and,  therefore,  more  suppliers  will  likely  locate  in  Mex- 
ico. Automotive  News  reports  that  "Nissan  is  also  pusning  a  single  sourcing  strategy 
by  trying  to  use  the  same  suppliers  in  Mexico  as  in  the  United  States.  Three  of  the 
suppliers  are  now  operating  in  Mexico,  and  seven  more  will  open  plants  here  soon. 
(12/7/92,  p.  18)." 

Considerable  confusion  exists  over  analyzing  Mexico's  industrial  base  because  in 
reality  two  very  different  kinds  of  manufacturing  currently  coexist  in  Mexico.  An 
older  industrial  base,  characterized  by  low  volume,  inefficient  factories  operates  next 
to  a  newer  industrial  base  that  uses  the  latest  technologies  and  achieves  world-class 
productivity  and  quality.  Much  of  the  older  industrial  Dase  is  disappearing,  a  cas- 
ualty of  Mexico's  opening  to  the  global  market  and  the  inability  of  these  firms  to 
compete.  The  way  to  analyze  this  situation  is  not  to  average  the  results  of  the  old 
and  the  new,  as  many  analysts  do,  but  rather  to  explore  where  Mexican  manufac- 
turing is  heading.  Companies  are  not  interested  in  average  manufacturing  produc- 
tivity but  rather  what  they  can  expect  from  a  new  investment  in  Mexico  and  the 
place  to  look  for  this  information  is  the  track  record  of  other  similar  projects. 

How  significant  is  this  trend  to  more  advanced,  export-oriented  production?  Last 
year  Mexico  exported  $1.2  billion  of  automobile  engines,  one  of  the  most  sophisti- 
cated of  manufactured  products.  The  Mexican  government  expects  this  to  double  in 
the  next  two  years  to  $2.4  billion.  Auto  assembly  plants  exported  about  300,000  ve- 
hicles last  year,  a  number  which  the  Mexican  government  feels  may  hit  1,000,000 
by  the  year  2,000.  Mexico  provided  over  50  percent  of  the  color  televisions  imported 
into  the  US  in  1992 — over  6  million  units — which  accounted  for  almost  30  percent 
of  all  color  televisions  sold. 

Against  this  backdrop  of  industrial  expansion,  administration  officials  have  ar- 
gued that  NAFTA  will  result  in  the  export  of  60,000  cars  to  Mexico  next  year.  This 
number,  however,  is  gross  exports  to  Mexico;  it  doesn't  indicate  how  many  cars  will 
be  imported  into  the  US  from  Mexico  which  in  1992  numbered  about  250,000. 
CIEMEX-WEFA,  a  joint  US-Mexican  consulting  group,  projects  that  Mexico  will  ex- 
port about  1,000,000  vehicles  annually  while  importing  180,000  by  the  year  2,000. 

If  this  level  of  quality  and  productivity  is  possible  in  Mexico,  then  why  are  some 
plants  moving  back  to  the  US?  The  trend  is  very  much  in  the  other  direction  as 
the  growth  in  maquiladora  employment  from  120,000  in  1980  to  545,000  in  mid- 
1993  indicates.  One  of  the  most  widely-cited  incidents  of  production  returning  to  the 
US,  however,  is  General  Motor's  planned  move  of  the  Chevrolet  Cavalier  from  Ramp 
Arispe,  Mexico  to  Lansing,  Michigan.  References  to  this  case  generally  assume  that 
either  a  cost  or  quality  advantage  or  both  prompted  the  location  decision.  In  fact, 
GM  is  making  the  move  both  because  it  needs  capacity  for  a  new  model  that  it  is 
introducing  into  the  Mexican  plant  and  considerable  excess  capacity  exists  in  its 
Lansing  plant.  A  GM  vice  president  emphasized  last  May  that  the  Mexican  assem- 
bly plant  appears  "consistently  among  GMs  highest  quality  rated  engine  and  car 
plants  in  North  America."  When  the  decision  to  move  production  was  announced, 
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GM  Chief  Executive  Jack  Smith  underscored  that  the  move  was  "not  any  kind  of 
a  trend.  (Los  Angeles  Times.  6/22/93)."  Instead,  he  termed  it  a  "single  business  deci- 
sion" that  happened  to  make  sense  (Wall  Street  Journal  6/22/93).  In  addition  to  hav- 
ing a  major  new  truck  assembly  plant  under  construction  in  Mexico,  GM  currently 
employs  over  62,000  workers  in  53  plants,  the  vast  majority  for  the  export  industry. 
In  fact,  GM  now  employs  more  people  in  maquiladoras  (50,000)  than  Chrysler  has 
hourly  workers  in  the  United  States  (47,000). 

Another  frequently  cited  example  is  the  decision  of  Mercedes  to  build  an  assembly 
plant  in  Alabama  rather  than  Mexico.  This  decision  had  more  to  do  with  "image" 
and  the  extensive  inducements  that  Alabama  offered  than  any  problems  building  a 
high  quality  car  in  Mexico.  In  fact,  Mercedes  is  building  a  small  assembly  plant 
near  Mexico  City — only  its  fourth  car  assembly  site  outside  Germany — to  assemble 
some  of  its  most  prestigious  models.  "Mercedes  managers  insist  that  Mexican  qual- 
ity will  match  that  of  its  German-built  cars,"  Automotive  News  reported  (12/28/92). 
The  paper  cites  the  general  director  of  Mercedes  in  Mexico  as  saying  that  "the 
'image'  of  a  Mexican-built  Mercedes  will  be  more  of  an  obstacle  to  consumers  than 
the  quality  itself." 

What  is  the  relation  between  wages  and  productivity  in  Mexican  manufacturing? 

Compared  to  the  early  1980s  productivity  in  Mexican  manufacturing  has  risen 
considerably  while  real  hourly  compensation — wages  and  benefits — has  declined  con- 
siderably. Although  there  is  little  dispute  that  productivity  has  risen,  differences 
exist  about  the  extent.  The  Instituto  National  de  Estadistica,  Geografia  E 
Informatica  (INEGI),  the  official  statistical  agency  of  the  Mexican  government,  indi- 
cates that  productivity  per  hour  worked  in  manufacturing  scored  a  41  percent  gain 
last  year  over  1980.  (In  fact,  preliminary  numbers  for  the  first  6  months  of  1993 
show  a  47  percent  gain  over  1980).  A  series  covering  somewhat  different  activities 
published  by  the  Banco  de  Mexico  indicates  a  30  percent  rise  between  1980  and 
1992.  All  trends  clearly  rise  significantly  from  1980  onwards. 

On  the  earnings  side,  hourly  compensation  of  production  workers  in  manufactur- 
ing plummeted  from  100  in  1980  to  57  in  1988  and  has  since  regained  some  ground 
to  68  in  1992,  based  on  Bureau  of  Labor  Statistics  data.  Overall,  productivity  has 
climbed  from  30  to  41  percent  between  1980  and  1992  while  real  hourly  compensa- 
tion has  fallen  by  32  percent. 

Some  analysts  emphasize  the  wage  gain  from  the  trough  of  1987  as  a  sign  that 
the  Mexican  economy  is  in  the  process  of  restoring  a  healthier  wage-productivity 
linkage  in  the  aftermath  of  the  debacle  of  the  early  1960s.  Using  1987  as  a  base 
year,  however,  is  misleading.  This  comparison  ignores  the  depth  to  which  compensa- 
tion had  fallen  by  1987 — $1  an  hour  for  wages  and  benefits — leaving  bttle  room  to 
drop  much  lower.  Alter  Mexican  workers  saw  their  wages  sliced  almost  in  hall,  what 
is  surprising  is  not  that  wages  have  begun  to  rise  but  rather  the  slugishness  wages 
have  exhibited.  Even  since  1987  hourly  earnings  have  not  kept  up  with  productivity 
let  alone  addressed  the  critical  problem  of  "catch-up"  for  the  ground  lost  since  1980. 
From  1987  until  last  year,  Mexican  productivity  rose  32  percent,  according  to  INEGI 
data,  and  25  percent,  according  to  the  more  conservative  Banco  series  while  real 
hourly  compensation  went  up  only  13.5  percent. J 

Despite  this  evidence,  Hufbauer  and  Schott  argue  in  their  "NAFTA  Briefing  Book" 
(October  1993)  that  "since  1987,  Mexican  manufacturing  wages  have  risen  sharply, 
outstripping  average  Mexican  productivity  growth."  (p.3)  Instead  of  evaluating  the 
growth  of  Mexican  wages  in  real  pesos — the  only  meaningful  way  to  judge  how  fast 
wages  are  rising  or  falling-the  authors  use  nominal  dollars.  Using  nominal  dollars 
to  evaluate  Mexican  wage  growth  introduces  two  major  problems:  the  dollars  are  not 
adjusted  for  inflation  and  all  the  imbalances  of  a  politically-charged  exchange  rate 
are  picked  up.  Ignoring  these  problems,  Hufbauer  and  Schott  show  Mexican  wages 
have  grown  a  whopping  135  percent  since  1987  in  nominal  dollars.  When  we  look 


ilf  we  use  as  the  base  year  1988,  the  trough  in  Mexican  compensation  when  expressed  in 
real  pesos,  then  Mexican  productivity  rose  27  percent,  according  to  INEGI,  and  22  percent  ac- 
cording to  Banco  data,  while  real  compensation  gained  only  19  percent.  Some  analysts  cite 
Banco  de  Mexico  data  that  indicate  productivity  in  Mexican  manufacturing  has  risen  25.4  per- 
cent from  1987  to  1992  while  real  earnings  have  increased  28.4  percent  If  real  earnings  had 
outpaced  productivity  during  this  period  by  this  thin  margin,  the  enormous  drop  of  the  previous 
five  years  would  still  hardly  have  been  addressed,  leaving  a  frayed  relation  between  productivity 
and  wages.  In  fact,  the  Banco  de  Mexico  compensation  series  combines  total  earnings  for  man- 
agers, salaried  employees,  and  hourly  workers.  Wages  for  managere  and  salaried  employees  had 
achieved  90  percent  of  their  1980  levels  last  year — a  relatively  strong  recovery — while  wages  for 
hourly  workers  were  only  61  percent  of  their  earlier  levels,  indicating  a  continuing  problem.  In 
fact,  preliminary  data  for  May  1993  show  hourly  wages  at  56  percent  of  their  1980  levels. 
(INEGI  does  not  separate  benefits  for  hourly  and  salaried  workers  and  total  benefits  for  both 
groups  were  85  percent  of  their  1980  levels  last  year). 
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at  the  growth  of  earnings  in  real  pesos,  as  we  have  seen,  Mexican  hourly  wages 
have  risen  only  13.5  percent  since  1987,  less  than  all  available  manufacturing  pro- 
ductivity measures  for  this  period. 

The  misleading  nature  ofHufbauer  and  Schott  calculating  Mexican  wage  gains  in 
dollars  can  be  illustrated  by  charting  US  wage  movements  in  other  than  the  home 
currency.  Why  not  evaluate  US  wages  in  Japanese  yen  or  Canadian  dollars  or  both? 
When  we  do  this  calculation  we  find  that  US  hourly  earnings  go  in  two  opposite 
directions  simultaneously:  the  average  manufacturing  wage  ol  US  workers  fell  33.9 
percent  from  1985  to  1992  in  Japanese  yen  while  it  rose  9.4  percent  during  the 
same  period  in  Canadian  dollars.  For  the  sake  of  symmetry,  we  could  express  US 
wages  in  Mexican  pesos.  On  this  basis,  US  wages  rose  18,724  percent  between  1981 
and  1992. 

If  wages  do  not  reflect  productivity  in  cutting  edge  Mexican  plants,  what  do  they 
reflect?  Wage  setting  in  a  developing  country  is  a  complex  process  which  is  influ- 
enced by  the  productivity  of  the  economy  as  a  whole,  large  amounts  of  surplus  labor, 
and  a  variety  of  other  factors.  In  Mexico,  a  critical  dimension  is  government  policies 
that  seek  to  hold  down  wages  to  attract  investment  and  government-controlled 
unions.  US  Trade  Representative  Mickey  Kantor  admitted,  after  the  announcement 
of  the  labor  side  agreement  in  August,  that  "for  decades,  Mexico  has  looked  the 
other  way  when  companies  polluted  or  violated  the  most  basic  of  worker  rights." 
Deputy  US  Trade  Representative  and  chief  NAFTA  negotiator,  Rufus  Yerxa,  echoed 
Kantor  by  stating  that  currently  "lax  enforcement  of  environmental  and  labor  laws 
discriminate  against  US  workers."  (Washington  Post.  10/3/93,p.  C3).  The  highest 
ranking  manager  in  one  of  the  largest  manufacturing  complexes  in  Mexico  put  it 
even  more  directly  when  I  asked  him  why  the  plant  had  been  located  in  northern 
Mexico:  "all  Mexican  workers  are  in  the  union  and  the  union  is  under  the  control 
of  the  Mexican  government." 

The  skewed  linkage  between  productivity  and  wages  in  Mexico  could  exert  a 
strong  influence  on  wage  levels  in  the  US.  What  most  economists  underestimate  is 
the  powerful  symbolic  impact  the  closure  of  a  plant  has  on  the  workers  who  remain 
in  other  plants  in  the  same  firm,  industry,  or  even  community.  During  a  period  of 
sustained  high  unemployment  and  economic  uncertainty  fears  over  plant  closings 
are  magnified  far  more.  Moreover,  these  pressures  are  independent  of  the  number 
of  plants  that  actually  relocate  to  Mexico.  The  credible  threat  of  closing  a  factory — 
whether  or  not  it  actually  moves — is  enough  for  many  workers  to  offer  considerable 
concessions  to  save  their  jobs.  The  problem  isn't  that  Mexican  productivity  is  rising 
but  rather  that  institutional  factors  hold  Mexican  wages  down. 

How  large  is  the  Mexican  consumer  market  and  how  may  jobs  does  it  create  in 
the  US? 

An  argument  frequently  made  for  NAFTA  is  that  a  growing  Mexican  market  al- 
ready supports  700,000  American  jobs  and  will  support  hundreds  of  thousands  more 
in  the  future.  At  best  this  argument  is  misleading,  because  it  ignores  the  fact  over 
half  these  jobs  are  supported  by  revolving  door  exports — US  products  shipped  to 
Mexico  for  processing  and  then  shipped  back  to  the  US  for  sale — or  capital  goods 
used  for  the  export  sector. 

Consider  the  way  in  which  the  700,000  number  is  derived.  The  Commerce  Depart- 
ment estimates  that  each  $1  billion  of  US  exports  supports  about  17,000  jobs.  Since 
the  US  exported  $40.6  billion  of  merchandise  to  Mexico  last  year,  this  figure  is  mul- 
tiplied by  17,000  to  arrive  at  700,000  jobs  supported  by  exports.  The  implication  is 
that  these  jobs  are  feeding  a  rapidly  growing  market  of  Mexicans  clamoring  for  US 
goods. 

The  reality  is  far  different.  Mexican  government  data  indicate  that  the  US  ex- 
ported $44.2  billion  to  Mexico  last  year — a  higher  estimate  than  US  data — which 
would  support  about  750,000  US  jobs.  $21  billion  of  these  exports,  however,  produce 
parts  and  components  which  are  "industrial  tourists;"  they  stay  in  Mexico  only  a 
short  period  of  time  on  their  way  back  to  their  final  destination  in  the  US.  Of  this 
$21  billion,  $14  billion  represents  the  maquiladora  program  and  an  additional  $7 
billion  is  accounted  for  by  a  new  Mexican  program  called  PITEX,  a  Mexican  govern- 
ment acronym  for  Temporary  Import  Permits  lor  Export  Products. 

An  additional  $6.6  billion  in  US  exports — supporting  112,000  jobs  are  capital 
goods.  If  half  these  robots,  lathes,  computers  and  other  equipment  are  used  in  the 
export  sector,  than  56,000  jobs  in  this  area  have  little  to  do  with  the  Mexican 
consumer  market. 

All  told  about  330,000  US  jobs,  not  750,000,  produce  goods  for  the  Mexican  mar- 
ket. If  we  use  US  government  data,  and  the  same  proportions  hold  true,  than  about 
308,000  out  of  700,000  iobs  produce  products  for  the  Mexican  market.  In  fact,  the 
actual  number  may  be  lower  since  many  US  exports  to  Mexico  arere-exported  to 
the  US  without  formally  being  registered  in  the  maquiladora  or  PITEX  programs. 
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Consider  the  accounting  behind  the  job  "creation"  numbers  in  the  US.  When 
Smith  Corona  moved  its  typewriter  plant  from  upstate  New  York  to  Tijuana,  most 
Americans  would  view  this  as  a  loss  of  850  US  jobs.  If  two  thousand  workers  at 
supplier  plants  produced  parts  for  the  New  York  facility,  however,  they  would  then 
begin  shipping  components  to  Tijuana.  Because  the  assembly  plant  shut  in  New 
York,  the  supplier  workers  would  then  be  reclassified  as  jobs  "created"  in  support 
of  the  Mexican  market.  Losing  850  jobs  magically  becomes  a  gain  of  2,000.  More- 
over, longer  term  many  of  the  suppliers  might  also  follow  the  main  plant  to  Mexico. 

Many  more  US  jobs  have  moved  to  Mexico  than  the  300,000  or  so  supplying  the 
Mexican  market.  Overall  one  billion  in  Mexican  exports,  given  the  high  productivity 
and  low  wages,  creates  far  more  than  17,000  jobs.  The  maquiladoras  last  year,  for 
example,  produced  $4.8  billion  of  value  in  Mexico  and  generated  over  500,000  jobs — 
106,000  jobs  per  billion  of  exports.  This  alone,  without  the  rest  of  the  export  sector, 
dwarfs  the  number  of  jobs  in  the  US  that  actually  sell  products  for  Mexico. 

These  numbers  underscore  Mexico's  role  as  an  export  platform,  not  a  vast  un- 
tapped consumer  market.  The  tragic  contradiction  for  both  Mexico  and  the  US  is 
that  Mexicans  who  make  televisions,  autos,  and  computers  for  Americans  won't  be 
buying  these  goods  themselves.  The  average  wage  for  Mexican  maquiladora  workers 
was  about  $1.15  an  hour  in  1992  with  total  compensation — wages  and  benefits — 
about  $1.64  an  hour.  In  reality,  this  makes  Mexico  an  excellent  place  to  site  a 
plant — since  productivity  and  quality  are  often  at  US  levels-and  a  far  less  robust 
consumer  market  than  portrayed. 

The  notion  that  the  average  Mexican  buys  $450  worth  of  US  goods  a  year  would 
come  as  a  major  surprise  to  the  average  Mexican.  This  is  because  most  Mexicans 
never  see  the  goods  they  are  supposedly  purchasing  let  alone  bring  these  products 
home.  This  figure  is  derived  by  dividing  total  US  exports  to  Mexico  by  the  country's 
population.  The  $21  billion  in  parts  that  simply  visit  Mexico  for  assembly  are  cred- 
ited as  purchases  by  the  "average  Mexican",  so  are  billions  in  robots,  machine  tools, 
and  industrial  equipment  for  the  export  sector.  In  what  must  be  considered  eco- 
nomic magic,  the  "average"  Mexican  is  earning  considerably  less  and  purchasing 
considerablymore  US-made  goods  than  a  decade  'go. 

Isn't  NAFTA,  with  its  admitted  imperfections,  better  than  no  agreement  at  all? 

The  NAFTA  debate  about  trade,  jobs,  productivity,  and  wage  trends,  and  precisely 
how  the  numbers  might  change  after  an  agreement,  threatens  to  obscure  the  real 
issues  raised  by  economic  integration  with  Mexico.  In  reality,  the  impact  on  US 
workers  of  trade  with  Mexico,  and  the  incremental  impact  of  NAFTA,  are  impossible 
to  estimate  with  any  degree  of  precision.  The  fundamental  issue  is  to  understand 
the  character  of  trade  with  Mexico  and  the  ways  in  which  NAFTA  or  another  trade 
agreement  might  alter  it. 

To  date,  US-Mexico  trade  has  expanded  via  the  use  of  Mexico  as  a  platform  for 
exports  from  low  wage,  increasingly  high  productivity  plants.  Continued  expansion 
of  trade  on  this  basis  will  mean  that  each  dollar  of  US  imports  from  Mexico  contains 
more  labor— and  displaces  more  US  jobs — than  a  dollar  of  exports  to  Mexico.  More- 
over, this  kind  of  trade  provides  firms  a  powerful  incentive  to  compete  by  moving 
production  to  Mexico  or  forcing  US  workers  to  accept  concessions  as  the  price  of  not 
moving.  In  a  labor  market  where  US  manufacturing  workers  already  face  displace- 
ment and  falling  wages,  expanding  trade  with  Mexico  on  these  terms  could  exacer- 
bate these  trends. 

A  second  scenario  would  see  Mexican  wages  rising  more  rapidly  to  reflect  that 
country's  rapid  modernization.  Expanded  trade  under  these  circumstances  would 
allow  Mexican  workers  to  enter  the  middle  class  and  insure  that  US  workers  would 
not  be  knocked  out  of  it.  This  scenario  requires  reform  of  Mexican  labor  markets. 
The  alternative — an  international  division  of  labor  in  which  Mexico  provides  work- 
ers and  the  US  provides  consumers — will  not  work  for  either  country  in  the  long 
run. 

Given  these  two  scenarios,  an  important  question  to  ask  is  which  one  this  NAFTA 
encourages?  In  other  words,  does  NAFTA  represent  a  clear  move  away  from  high 
productivity-low  wage  competition  in  Mexico  toward  a  path  that  would  permit  mutu- 
ally beneficial,  complementary  prosperity?  The  answer  is  clearly  no. 

President  Clinton  has  asked  that  we  judge  NAFTA  by  a  subtly  different  standard. 
While  not  perfect,  he  says,  NAFTA  is  better  than  the  status  quo.  Even  if  one  accepts 
this  standard,  this  agreement  is  actually  worse  than  the  status  quo.  The  labor  side 
deal  to  the  NAFTA  omits  industrial  relations — the  principal  labor  issue  that  influ- 
ences wage  setting-from  its  most  important  procedures.  As  Representative  Richard 
Gephardt  put  it,  leaving  labor  relations  out  of  the  labor  agreement  is  like  leaving 
air  and  water  out  of  an  environmental  agreement.  It  sends  Mexico  and  multi- 
national corporations  a  signal  that  maintenance  of  controls  over  unions  and  a  dis- 
torted wage-productivity  relationship  is  acceptable. 
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Sending  the  wrong  signal  to  Mexico  is  particularly  disturbing  given  the  apparent 
lack  of  inclination  for  unilateral  reform  in  the  labor  area.  In  fact,  some  of  the  most 
visible  abuses  of  labor  rights  such  as  the  arrest  of  the  most  aggressive  union  bar- 
gainer in  the  maquiladoras  in  1991  have  occurred  during  the  period  NAFTA  nego- 
tiations were  going  on.  Incidents  such  as  this  frustrate  Mexican  workers'  attempts 
to  negotiate  a  legitimate  share  of  the  benefits  of  productivity  growth. 

By  excluding  Industrial  relations,  NAFTA  squanders  the  opportunity  to  use  the 

{>owerful  incentive  of  a  trade  agreement  to  promote  labor  market  reform.  Similar 
everage  will  not  be  available  in  the  future  if  this  agreement  is  passed.  Moreover, 
the  Mexican  government  will  likely  interpret  the  pact  as  laying  out  its  maximum 
labor  market  reform  obligations  not  the  first  step  in  a  new  direction. 

Without  stronger  measures  to  ensure  that  wages  in  Mexico  better  reflect  produc- 
tivity, NAFTA  poses  a  fundamental  threat  to  the  Clinton  Administration's  efforts 
to  move  the  US  towards  a  high  wage-high  skill  strategy.  To  realize  the  promise  of 
increased  trade  requires  an  agreement  that  would  more  equitably  distribute  the 
benefits  of  economic  integration  in  both  Mexico  and  the  United  States. 

APPENDIX 

In  a  "NAFTA  Briefing  Book",  released  October  12,  1993,  Gary  Hufbauer  and  Jef- 
frey Schott  argue  that  "Set  side  by  side,  the  two  ratios  (8.0  [US  wages  to  Mexican 
wages]  and  8.2  [US  value  added  per  employee  to  Mexican  maquiladora  value  added 
per  employee])  contradict  the  proposition  that  Mexican  manufacturing  workers  are 
underpaid  relative  to  their  productivity."  (Page  3).  m 

Hufbauer  and  Schott  argue  that  Mexican  workers  earn  low  wages  because  their 
value  added  per  worker  is  low.  They  illustrate  the  point  by  showing  that  the  value 
added  per  US  manufacturing  worker  was  $72,740  in  1991  while  the  value  added  per 
worker  in  the  maquiladoras  was  $8,818  that  year,  a  ratio  of  8.2  to  1.  This  ratio  al- 
most perfectly  reflects  the  ratio  of  average  hourly  compensation  per  US  production 
worker— $15.60  per  hour— to  the  average  hourly  compensation  for  Mexican  manu- 
facturing workers— $1.95  per  hour — or  8  to  1.  Thus,  according  to  Hufbauer  and 
Schott  Mexican  manufacturing  workers  are  not  underpaid  relative  to  their  produc- 
tivity. 

Hufbauer  and  Schott  are  using  value  added  per  worker  as  a  proxy  for  labor  pro- 
ductivity. This  proxy,  however,  is  meaningless  for  understanding  the  relative  pro- 
ductivity of  Mexican  and  US  plants  or  how  decisions  will  be  made  to  site  future  pro- 
duction. Because  of  differences  in  industry  structure  and  wage  rates,  the  value 
added  per  employee  in  the  US  will  be  considerably  higher  than  Mexico  even  if  Mexi- 
can workers  produce  the  same  number  of  televisions  or  cars  per  worker  as  their  US 
counterparts.  It  is  this  latter  calculation — the  cost  per  unit  of  production — that 
drives  investment  decisions  not  value  added  per  worker. 

Consider  industry  structure.  Hufbauer  and  Schott  compare  Mexican  assembly 
plants  not  to  comparable  US  assembly  plants  but  to  the  entire  US  manufacturing 
base.  Value  added  is  basically  a  measure  of  the  value  of  production  minus  the  cost 
of  materials.  It  includes  expenses  such  as  research  and  development,  advertising, 
and  other  costly  administrative  overhead.  These  expenses  are  an  important  compo- 
nent of  US  value  added  but  are  largely  absent  from  the  maquiladoras  which  are 
branch  assembly  plants.  At  Boeing,  for  example,  the  cost  of  tens  of  thousands  of  en- 
gineers and  designers  is  all  part  of  value  added.  Moreover,  the  structure  of  the 
workforce  is  very  different  in  US  manufacturing  and  in  the  maquiladoras.  In  the 
US,  37  percent  of  the  workforce  is  classified  as  administrative,  technical,  and  cleri- 
cal whUe  Mexican  administrative  employees  are  less  than  8  percent  of  the 
maquiladora  workforce. 

A  further  problem  with  using  value  added  per  employee  as  a  proxy  for  productiv- 
ity is  that  the  argument  is  circular  since  wages  account  for  half  of  value  added  in 
the  maquiladoras,  low  wages  necessarily  result  in  low  value  added.  As  a  result 
value  added  cannot  be  used  as  the  sole  standard  to  evaluate  Mexican  productivity 
or  whether  Mexican  workers  are  underpaid  relative  to  their  productivity.  Their 
analysis  is  equivalent  to  saying  that  low  wages  in  the  maquiladora  sector  reflect  low 
wages  in  the  maquiladora  sector  (since  half  of  value  added  is  wages),  which  is  not 
a  particularly  enlightening  observation. 

In  1991,  about  $2  billion  of  the  $4.1  billion  of  value  added  in  the  maquiladora  sec- 
tor in  Mexico  was  accounted  for  by  labor  costs.  The  average  compensation — wages 
and  benefits — was  $1.55  an  hour  compared  to  $15.60  in  the  United  States,  a  ratio 
of  1  to  10.  If  maquiladora  workers  earned  the  US  manufacturing  wage,  then  their 
compensation  would  have  Jumped  by  a  factor  of  10  and  labor  costs  would  have 
soared  from  $2  billion  to  $20  billion.  As  a  result  of  this  jump  in  labor  costs,  the 
value  added  in  the  maquiladoras  would  have  increased  from  $4.1  billion  to  $22.1 
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billion  and  value  added  per  employee  would  have  jumped  from  $8,818  to  about 
$47,000  about  65  percent  of  US  levels. 2  This  65  percent  figure,  hardly  a  precise  cal- 
culation, is  nonetheless  far  more  consistent  with  case  studies  of  maquiladoras  that 
compare  physical  productivity — the  amount  of  televisions  or  auto  parts  produced  per 
worker — than  Hufbauer  and  Schott's  1/8  comparison. 

The  point  of  the  above  calculation  is  not  to  argue  that  the  output  of  the 
maquiladora  sector  is  in  reality  65  percent  of  US  levels  but  rather  to  show  that 
when  wages  are  as  artificially  depressed  they  significantly  distort  other  measures 
such  as  the  value  added  per  employee.  If  one  wants  to  examine  whether  wages  are 
artificially  kept  down,  the  place  to  look  is  at  the  way  labor  markets  actually  operate: 
at  government  policies,  labor  rights,  and  employer  practices.  In  maquiladora  centers 
such  as  Tijuana,  for  example,  virtually  no  unions  are  allowed  to  exist.  Moreover, 
employer  associations  meet  monthly  to  determine  wages  for  their  respective  mem- 
bers to  avoid  "bidding  up*  wages. 

The  way  in  which  depressed  wages  undervalue  output  is  even  more  starkly  de- 
fined on  the  level  of  an  individual  plant.  Consider  the  following  example:  two  tele- 
vision plants  producing  the  same  model  at  equal  quality.  One  of  the  plants  is  lo- 
cated in  Tijuana,  the  other  in  San  Diego.  In  both  the  Tijuana  and  San  Diego  plants 
each  worker  produces  the  same  number  of  televisions  per  hour.  If  we  measure  the 
productivity  in  each  plant  based  the  physical  output — the  number  of  televisions  pro- 
duced per  worker — the  productivity  is  equal.  Workers  in  Tijuana,  however,  earn 
about  $1  an  hour  while  in  San  Diego  they  earn  $12  an  hour.  If  we  measure  the 
value  added  of  labor,  the  San  Diego  plant  is  12  times  more  "productive"  than  the 
Tijuana  plant.  What  we  are  measuring  in  this  case  is  not  actual  physical  productiv- 
ity— the  amount  of  output  per  unit  of  input — but  the  fact  that  workers  in  Tyuana 
are  underpaid  relative  to  workers  in  San  Diego. 

Finally,  the  authors  use  $1.95  an  hour  as  the  average  manufacturing  compensa- 
tion for  maquiladoras  in  1991.  In  fact,  this  is  the  average  compensation  for  all  Mexi- 
can manufacturing;  for  the  maquiladora  sector  compensation  was  $1.55  in  that  year. 
If  we  use  this  number,  then  the  ratio  of  US  to  Mexican  wages  is  10  to  1  while  the 
ratio  of  value  of  output  is  8.2  to  1.  Mexican  maquiladora  workers  are  underpaid  rel- 
ative to  their  productivity  even  by  the  authors'  own  misleading  and  circular  calcula- 
tions. 

The  Chairman.  Thank  you  all  very  much. 

Let  me  start  with  Professor  Shaiken.  When  you  came  to  the  last 
question,  that  was  the  question  I  was  going  to  ask  you.  After  you 
spelled  out  all  of  the  other  factors  and  trend  lines  and  flow  lines, 
it  looks  like  they  are  going  to  go  on  no  matter  what  we  do.  And 
they  spell  out  some  very  real  public  policy  issues  that  we  have  to 
deal  with.  And  then  you  came  to  the  final  question  and  conclusion, 
is  this  really  better  than  nothing.  And  I  gathered  from  your  state- 
ment that  it  is  probably  worse  than  nothing  because  we  are  giving 
a  kind  of  stamp  of  approval  to  the  fact  that  there  has  not  been 
greater  economic  justice  in  Mexico.  You  stated  it  much  better — and 
they  are  not  expected  to  do  a  great  deal  more. 

I  think  that  is  a  very  important  public  policy  issue,  but  I  do  not 
know  whether  that  is  really  strong  enough,  given  the  volume  of  the 
things  that  you  point  out  are  going  to  happen  and  are  happening, 
even  today  without  a  NAFTA,  is  that  really  strong  enough. 

As  someone  who  has  studied  Mexico,  do  you  think  that  we  are 
realistically  going  to  be  able  to  come  back  and  do  a  real  negotia- 
tion, given  the  now  line  and  productivity  increases  and  what  is 
happening  down  there  now?  Even  if  it  does  not  go  ahead,  are  they 
in  such  desperate  conditions  that  they  are  going  to  be  willing  to  do 
enough  to  get  the  kind  of  support  that  Tom  Donahue  is  talking 
about?  Is  that  real  politics? 


2  Another  component  of  value  added  that  is  artificially  low  in  Mexico  relative  to  the  United 
States  is  profits.  Many  US  firms  use  their  maquiladoras  as  "cost  centers"  which  report  no  profit. 
Profits  are  repatriated  through  transfer  pricing  of  components  and  services. 
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Mr.  Shaken.  I  think  in  terms  of  real  politics,  there  is  enough 
flexibility  in  the  Mexican  system  to  achieve  significant  labor  mar- 
ket reform  that  would  make  an  agreement  acceptable  to  many  peo- 
ple, if  not  most,  within  the  United  States.  It  is  not  an  artificial  bar- 
rier or  a  false  standard,  and  it  is  not  a  question  of  them  having 
moved  slowly.  In  the  environmental  area  when  the  negotiations 
were  announced,  there  were  a  number  of  very  high-visibility  moves 
the  Mexican  Government  made  to  indicate  its  seriousness.  One 
could  argue  as  to  how  substantive  they  were,  but  they  were  high- 
visibility  and  refineries  were  shut  down,  etc. 

In  the  labor  area,  some  of  the  worst  abuses  have  occurred  since 
negotiations  on  NAFTA  have  begun.  So  if  it  were  made  clear  to  the 
Mexican  Government  that  significant  change  in  their  labor  market 
policies  was  necessary,  well  within  the  capacity  to  achieve  short 
term,  my  sense  is  they  would  be  able  to  do  it. 

The  Chairman.  Briefly,  let  me  see  if  I  understand.  Most  of  you 
are  talking  about  give  or  take  something,  marginal,  and  that  the 
impact  we  are  talking  about  is  maybe  150,000  to  200,000  jobs,  just 
general  ballpark. 

Mr.  Blecker.  Possibly  more  in  terms  of  gross  dislocation;  I  think 
maybe  half  a  million  is  more  like  it. 

Mr.  Schott.  Well,  Senator,  that  really  misses  the  point 

The  Chairman.  Let  me  get  back  to  what  my  point  is.  Out  of  how 
many — that  is  what  I  am  interested  in.  Are  we  talking  about  a  $3 
million  gain  and  a  $2.5  million  loss,  or  a  $3  million  gain  and  a  $3.5 
million  loss?  Are  we  talking  about  that  magnitude  and  volume — 
whether  it  is  250,000  or  whatever  is  important — or  are  we  talking 
just  talking  around  the  edges,  that  that  is  the  marginal  gain  or  the 
marginal  loss?  I  do  not  know  whether  any  of  you  can  help  me  out, 
or  whether  you  can  get  agreement  on  that,  or  whether  there  is  a 
lot  of  difference.  Maybe  you  could  all  give  a  quick  reaction  to  it, 
and  that  will  be  my  final  question. 

Mr.  Schott.  Senator,  I  am  sure  you  will  not  get  agreement  on 
this,  but  our  numbers  are  the  additional  impact  of  the  NAFTA  over 
and  above  what  would  otherwise  have  occurred  over  the  next  5 
years.  So  an  additional  320,000  new  jobs,  an  additional  dislocation 
of  150,000  jobs — these  are  still  small  numbers  in  terms  of  the 
churning  in  the  labor  force  that  Secretary  Reich  was  talking  about, 
and  they  do  not  take  into  account  the  effect  on  employment  that 
would  occur  from  the  increased  competitiveness  of  U.S.  firms  in 
trading  with  other  countries,  because  you  have  to  remember  that 
Mexico  only  accounts  for  7  percent  of  our  trade,  and  if  this  makes 
us  more  able  to  compete  both  at  home  and  abroad  against  Japa- 
nese and  German  in  Asian  and  Latin  American  markets,  it  could 
spell  a  lot  more  in  terms  of  increased  U.S.  exports. 

The  Chairman.  Ms.  Lustig. 

Ms.  Lustig.  They  are  marginal  numbers;  there  are  increments 
and  decrements,  and  they  are  of  that  size,  in  terms  of  what  the  im- 
pact might  be  related  to  trade.  However,  in  the  case  of  immigra- 
tion, the  numbers  are  much  more  significant.  Some  people  have  es- 
timated that — I  have  not  seen  the  most  recent  study,  which  was 
presented  yesterday — but  studies  that  were  done  in  the  past  by 
people  from  EPI  and  also  from  CBO  and  others,  found  that  they 
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calculate  that  in  about  10  years,  immigration  could  be  reduced  by 
over  one  million  people  with  NAFTA  in  place. 

May  I,  if  you  would  allow  me,  also  say  something  about  the  fea- 
sibility of  negotiating  or  renegotiating 

The  Chairman.  Yes,  just  very  briefly,  because  we  want  to  give 
Senator  Kassebaum  a  chance  to  question. 

Ms.  Lustig.  I  cannot  speak  for  the  Mexican  Government,  but  my 
impression  is  that  it  is  very  unlikely  that  a  government  of  any  sort 
in  Mexico,  be  it  PRI,  PRD,  or  PAN,  would  enter  into  another  nego- 
tiation with  the  United  States  in  which  the  President  would  actu- 
ally invest  a  lot  of  its  image  in  something  with  the  most  powerful 
Nation  in  the  world  and  maybe  lose.  I  think  that  if  it  is  lost  now, 
a  long  time  will  have  to  pass  before  something  may  happen  again. 

The  Chairman.  Mr.  Blecker. 

Mr.  Blecker.  Some  thoughts  on  both  of  those  issues.  Of  all  the 
studies  that  I  have  read,  the  one  that  I  think  is  most  grounded  in 
reality  and  empirical  trends,  and  not  fanciful  forecasts  and  theo- 
retical models,  is  the  one  by  the  Economic  Strategy  Institute,  by 
Larry  Chimerine  and  Bob  Cohen.  And  I  want  to  say  that  I  have 
no  affiliation  with  that  organization,  number  one,  and  number  two, 
they  support  NAFTA. 

However,  their  figures  show,  according  to  my  calculations,  that 
by  2002,  over  roughly  a  decade  starting  from  the  1992  base,  some- 
where between  600,000  and  875,000,  I  believe,  workers  would  be 
displaced.  Now,  this  is  gross  displacement.  Most  of  those  jobs 
would  be  made  up  by  others.  And  I  think  those  are  sort  of  the  high- 
est reasonable  estimates  that  anyone  has  done. 

Now,  this  is  not  millions.  It  is  not  what  Ross  Perot  is  talking 
about.  However,  if  the  numbers  really  could  be  that  big  and  are  a 
multiple  of  what  Dr.  Schott  is  talking  about,  then  I  think  we  have 
a  problem  because  we  may  be  designing  adjustment  assistance  pro- 
grams that  are  not  going  to  be  adequate  to  the  problems  that  we 
will  face. 

On  renegotiation,  let  me  just  point  out  that  it  may  be  forgotten, 
but  I  believe  when  Carlos  Salinas  became  President  of  Mexico,  he 
initially  announced  that  his  Government  was  not  interested  in  a 
free  trade  agreement  with  the  United  States;  and  now,  of  course, 
he  is  staking  his  career  and  his  place  in  history  on  it. 

The  Mexican  political  system  has  its  problems,  but  it  does  have 
this  flexibility  that  Professor  Shaiken  referred  to.  Next  year,  there 
will  be  an  election.  Carlos  Salinas  cannot  run  for  reelection,  but  he 
will  pick  his  PRI  successor,  hopefully  for  him.  The  opposition  par- 
ties will  see  if  they  can  get  a  fair  election  this  time.  But  whoever 
is  the  new  President  will  get  a  clean  slate,  and  that  has  always 
been  the  magic  of  the  Mexican  political  system — the  new  President 
can  always  blame  the  old  one  for  everything  that  went  wrong-I 
have  seen  this  myself  in  my  time  in  Mexico — and  start  again.  Aiid 
there  is  perhaps  the  possibility  that  it  will  be  from  a  different 
party,  but  even  if  it  is  a  PRI  President,  the  new  President  has  a 
remarkable  kind  of  tabula  rasa  when  he  comes  in.  So  while  we 
might  wait  a  couple  years,  I  do  not  believe  we  would  have  to  wait 
decades  or  anything,  because  these  issues  are  going  to  be  very  hot 
for  both  countries.  I  think  these  debates  have  raised  the  level  of 
discussion  and  understanding  of  the  common  problems,  and  I  think 
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we  would  have  to  come  back  to  renegotiate  our  relationship  within 
just  a  few  years. 

The  Chairman.  Professor  Shaiken. 

Mr.  Shaken.  Unfortunately,  I  hate  to  admit  that  none  of  us  at 
this  table  really  knows  what  the  job  projections  ultimately  are 
going  to  be.  All  the  studies  have  flaws,  some  more  significant,  some 
less  significant.  But  there  is  a  key  issue  involved  here,  which  is  our 
current  experience.  There  are  550,000  workers  in  the  maquiladora 
plants.  That  number  has  risen  by  120,000  since  NAFTA  was  pro- 
posed. The  number  of  auto  parts  workers  in  Mexico  has  risen  by 
60,000  independent  of  the  maquiladoras  since  NAFTA  has  been 
proposed. 

I  think  rather  than  try  to  look  at  the  magnitude  of  the  displace- 
ment— and  I  think  these  numbers  are  more  or  less  within  the 
range  of  the  possible — I  think  what  we  have  to  look  at  is  if  this  will 
be  targeted  in  key  manufacturing  industries,  many  of  which  pay 
significantly  higher  than  the  manufacturing  average  in  the  United 
States,  and  that  it  will  exert  a  much  larger  downward  impact  on 
wages. 

The  downward  impact  on  wages  is  not  dependent  on  the  number 
of  jobs  that  moves.  If  one  plant  moves,  workers  in  this  economic  cli- 
mate will  concede  an  awful  lot  to  ensure  theirs  is  not  second. 

On  the  notion,  very  briefly,  of  whether  or  not  Mexico  will  renego- 
tiate, my  sense  is  that,  again,  none  of  us  can  predict  that  with  cer- 
tainty. There  will  be  a  new  President  in  Mexico  in  1994.  My  sense 
is  that  whoever  is  that  President,  the  cornerstone  of  his  economic 
policies  will  reach  outward.  It  is  likely  they  will  come  back.  If  they 
do  not  return  to  the  table,  if  the  Mexican  Government  does  not  re- 
turn to  negotiations,  the  framework  in  place  permits  expanded 
trade  on  its  own.  It  is  not  an  issue  of  trade  with  Mexico  under  this 
agreement  or  no  trade.  It  is  an  issue  of  securing  a  managed  trade 
agreement  that  benefits  people  in  both  countries. 

The  Chairman.  Senator  Kassebaum. 

Senator  Kassebaum.  Just  briefly,  this  is  not  a  jobs  question,  but 
it  is  one  I  have  heard  frequently  in  Kansas,  and  I  think  it  has  been 
perpetuated  by  some  of  the  talk  shows.  It  regards  the  fear  that 
NAFTA  infringes  on  our  sovereignty. 

I  wonder  if  any  of  you  have  looked  at  it  from  that  standpoint  and 
could  reassure  those  who  worry  that  for  some  reason,  particularly 
in  the  side  agreements,  that  it  will  infringe  on  our  laws. 

I  have  tried  to  point  out  that  it  would  not,  that  as  a  matter  of 
fact,  we  have  exclusive  jurisdiction  over  our  laws,  but  I  have  not 
been  able  to  reassure  them. 

Has  anybody  taken  a  look  at  that? 

Mr.  Schott.  Senator,  there  is  no  10-second  sound  bite  that  can 
be  as  effective  as  the  sound  bite  from  the  other  side,  in  just  raising 
the  fear  and  tarring  the  agreement  with  that  concern. 

I  think  Secretary  Reich  raised  an  important  safeguard,  that  we 
still  have  access  to  our  own  trade  laws,  especially  section  301,  in 
case  there  are  unfair  trade  practices  not  covered  by  the  NAFTA, 
and  of  course,  the  labor  side  agreement  does  not  cover  many  issues, 
though  it  is  incomplete. 

The  sovereignty  issue  comes  up  any  time  we  have  an  inter- 
national agreement.  But  in  this  sense,  we  are  not  making  many 
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changes  to  what  we  already  do  in  this  agreement.  The  only  way  we 
are  really  tying  our  hands  in  this  agreement  is  to  guarantee  to 
Mexico  that  we  are  going  to  continue  to  give  them  the  same  access 
they  already  have,  and  we  are  going  to  allow  them  to  enter  into 
a  dispute  settlement  process  like  we  have  with  Canada,  that  allows 
them  to  basically  contest  final  decisions  on  countervailing  and  anti- 
dumping duties,  which  cases  account  for  a  very  small  part  of  our 
trade. 

But  that  is  not  a  10-second  sound  bite  or  a  10-second  answer  to 
your  question,  and  I  do  not  know  how  you  effectively  quell  those 
concerns. 

Senator  Kassebaum.  I  have  tried. 

Dr.  Lustig,  both  Dr.  Blecker  and  Professor  Shaiken  have  com- 
mented that  basically,  trade  will  continue  whether  NAFTA  is 
agreed  to  or  not,  and  to  a  certain  extent,  you  said  there  would  be 
no  drastic  change. 

I  would  like  to  ask  you  to  comment  on  the  political  aspects  of  re- 
jection, because  you  also  touched  on  that.  It  seems  to  me  that  there 
is  a  down  side  there  that  reverberates  on  beyond  Mexico,  poten- 
tially to  the  rest  of  Latin  America — and  maybe  I  am  wrong.  Would 
you  care  to  comment? 

Ms.  Lustig.  I  am  going  to  tread  now  on  another  discipline,  so  I 
will  give  you  more  of  an  amateurish,  or  something  that  comes  more 
as  an  opinion  than  an  analysis. 

I  do  think  that  there  will  be  a  down  side  on  the  political  aspects 
if  NAFTA  is  rejected.  I  do  see  that  NAFTA  has  generated  a  mo- 
mentum in  terms  of  U.S.-Mexican  relations  that  is  unheard  of.  And 
it  is  not  so  clear  to  me  that  you  can  actually  wait  until  the  next 
President  comes  and  have  a  tabula  rasa,  if  NAFTA  goes  down,  and 
that  we  can  forget  about  it  and  start  over  again. 

I  think  that  the  U.S.  probably  relishes  in  some  ways  or  is  happy 
about  having  cooperation  from  the  Mexican  Government  in  many 
of  the  areas  that  affect  the  U.S.  internally. 

I  think  that  having  a  relatively  hostile  Mexican  Government 
would  not  pay  off  for  the  United  States,  and  if  NAFTA  is  defeated, 
I  would  think  that  the  sense  of  hostility  that  characterized  the 
Mexican-U.S.  relationships,  which  is  not  only  political  but  is  also 
deeply  rooted  in  cultural  aspects — because  it  is  a  country  that  re- 
sents what  has  happened  in  the  past,  which  does  not  happen  in  the 
rest  of  Latin  American  to  the  same  extent — I  think  there  would  be 
a  serious  backlash. 

That  is  why  NAFTA  has  many  ramifications  that  go  beyond  the 
economic  ones,  and  I  do  not  know  to  what  extent  those  can  come 
into  consideration  when  everybody  is  worried  about  the  domestic 
implications. 

I  think  the  political  costs  would  affect  the  area  of  immigration, 
the  area  of  narco  traffic,  and  there  are  at  this  point,  I  think,  un- 
foreseen areas  that  may  taint  the  relationship  between  Mexico  and 
the  U.S.  in  the  future. 

We  are  in  a  world  that  is  changing,  and  we  do  not  know  what 
we  are  going  to  need  from  each  other  in  the  future.  It  is  going  to 
be  different  than  in  the  past. 

Senator  Kassebaum.  Thank  you  very  much. 
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The  Chairman.  Thank  you  very  much.  We  will  be  calling  on  you, 
I  am  sure,  in  the  weeks  and  months  ahead.  It  has  been  enormously 
interesting  and  very  helpful,  and  we  will  probably  be  asking  you 
some  additional  questions.  ,  „      ,  -  „ 

Additional  material  submitted  for  the  record  follows: 

[The  information  referred  to  follows:] 
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LABOR  MARKET  INSTITUTIONS 

AND  NORTH  AMERICAN  ECONOMIC  INTEGRATION 

James  O.  Stanford* 


1.  Introduction 

This  testimony  summarizes  some  of  the  major  results  of  the  author's  current  research  on 
the  role  of  comparative  labor  market  and  social  institutions  in  influencing  commodity  trade  and 
investment  patterns  in  North  America,  particularly  in  light  of  recent  initiatives  to  integrate  the 
economies  of  Canada,  the  U.S.,  and  Mexico. 

The  key  findings  of  this  research  include: 

*  Wages  and  labor  costs  depend  significantly  on  the  nature  of  labor  market 
institutions  and  social  policy  within  each  economy,  and  do  not  solely 
reflect  labor  productivity  and  other  competitive  labor  market  pressures. 
Changes  over  time  in  those  institutions  can  create  a  competitive  advantage 
or  disadvantage  for  a  particular  economy,  enhancing  or  undermining  its 
ability  both  to  penetrate  global  commodity  markets  and  to  attract  real 
investment  expenditure.  Free  trade  agreements  should  consider  these 
institutional  factors,  in  particular  by  including  measures  to  regulate  the 
effects  of  labor  and  social  institutions  on  international  trade  and  investment 
patterns. 

*  Labor  market  and  social  policy  practices  differ  markedly  between  the  three 
NAFTA  countries,  resulting  in  significant  differences  in  unit  labor  costs. 
These  cost  differentials  threaten  to  cause  significant  economic  disruptions 
as  the  three  economies  are  integrated.  The  NAFTA  as  presently  negotiated 
contains  no  adequate  measures  which  could  effectively  regulate  the  impact 
of  these  institutionally-determined  cost  differentials  on  trade  and 
investment  patterns.  In  fact,  many  of  the  investment  provisions  of  the 
NAFTA  undermine  the  extent  to  which  governments  can  use  other 
measures  (such  as  investment  or  industrial  policies)  to  offset  a  national  or 
regional  cost  disadvantage. 

*  In  light  of  recent  wage-suppressing  institutional  changes  in  Mexico,  the 
proposed  NAFI"A  will  enhance  the  attractiveness  of  real  investment  oppor- 
tunities in  Mexico,  and  will  lead  to  a  modest  displacement  of  investment 
and  production  from  elsewhere  in  North  America.  While  the  economic 
consequences  of  this  investment  diversion  will  be  partially  offset  in  the 
U.S.  by  an  increase  in  export  sales  to  Mexico,  the  impact  on  wages  and 
income  distribution  may  ultimately  be  quite  negative.  In  the  long-run,  the 
NAFTA  may  lead  to  a  weakening  of  labor  market  institutions  throughout 
the  continent,  as  various  regions  utilize  wage-suppressing  policies  to  attract 
investors  and  win  foreign  markets. 

*  Simply  rejecting  the  NAFTA  as  presently  negotiated  will  not  solve  the 
economic  problem  facing  U.S.  workers  as  a  result  of  continental  economic 
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integration.  The  further  recovery  of  the  Mexican  economy  is  constrained 
by  the  continued  loss  of  billions  of  dollars  of  capital  each  year  in  the  form 
of  debt  servicing  charges.  If  the  NAFTA  is  defeated,  the  Mexican 
government  will  likely  take  other  steps  to  attract  private  capital  in  order 
to  offset  this  continuing  financial  drain,  perhaps  by  further  suppressing 
labor  market  institutions  and  hence  wages,  or  by  taking  other  steps  to 
enhance  the  stability  of  private  investment  in  Mexico.  Instead  of  or  in 
addition  to  defeating  the  NAFTA,  positive  alternative  measures  are  needed 
to  stimulate  aggregate  demand  and  raise  wages  in  Mexico,  hence  easing 
the  economic  crisis  in  Mexico  without  negatively  affecting  demand  and 
labor  market  conditions  elsewhere  on  the  continent.  A  set  of  such 
measures,  titled  a  "North  American  Economic  and  Social  Development 
Agreement",  or  NFSDA,  is  simulated  and  found  to  be  beneficial  for  labor 
markets  in  all  three  NAFTA  countries. 

For  full  details  on  the  statistical  data  and  methodology  used  in  this  research,  readers  are  advised 
to  consult  the  original  sources  listed  at  the  end  of  this  testimony. 


2.  Comparative  Labor  Market  Institutions  and  Labor  Costs 

Economists  commonly  assume  that  wages  are  determined  automatically  as  the  result  of 
market-clearing  processes.  Increases  in  productivity,  according  to  this  theory  of  Income 
distribution,  will  lead  to  greater  demand  for  labor  and  thus  higher  wages.  Wages  therefore  tend 
to  automatically  reflect  labor  productivity.  In  an  international  trade  context,  this  approach  to 
explaining  income  distribution  leads  to  the  standard  conclusion  that  free  trade  with  a  low-wage 
economy  poses  no  threat  to  high-wage  workers.  This  conclusion  is  sometimes  stated  in  two 
different  forms.  In  a  first,  more  "popularized"  version,  this  argument  claims  that  wage 
differentials  are  offset  by  productivity  differentials,  so  that  no  economy  possesses  an  overall 
advantage  or  disadvantage  in  unit  labor  costs-that  is,  wages  adjusted  for  productivity.  A  more 
sophisticated  version  of  the  theory  admits  that  a  low-wage  economy  may  enjoy  a  production  cost 
advantage,  but  only  in  a  specific  group  of  industrics-namely,  labor-intensive  industries.  In  other 
capital-intensive  industries,  the  high-wage  economy  enjoys  the  competitive  cost  advantage. 

In  fact,  however,  neither  version  of  this  standard  free-trade  theory  is  consistent  with  real- 
world  production  cost  data.  The  failure  of  the  theory  can  be  traced  to  its  underlying  assumption, 
namely  that  perfectly  competitive,  market-clearing  pressures  are  the  sole  determinants  of  wages. 
In  reality,  wages  and  income  distribution  are  also  dependent  on  a  variety  of  important  institu- 
tional factors  within  each  economy.  Market-clearing  pressures  are  clearly  relevant,  in  that  high 
levels  of  unemployment  will  undercut  the  ability  of  workers  to  demand  and  agitate  for  higher 
wages.'  Productivity  growth  is  also  clearly  relevant  to  wage  determination,  in  that  higher  labor 
pioductivity  opens  the  possibility  of  higher  wages  (by  enhancing  the  ability  of  employers  to 
increase  wages  without  reducing  profit  shares).  But  this  implicit  or  explicit  process  of  wage 
bargaining  takes  place  within  an  institutional  context,  in  which  various  labor  market  and  social 
policies  and  institutions  influence  the  relative  bargaining  strength  of  employers  and  employees. 
Changes  in  this  institutional  context  over  time,  or  differences  in  the  nature  of  institutions  across 
national  or  regional  boundaries,  will  therefore  tend  to  be  reflected  in  differences  in  unit  labor 
costs.  The  extent  to  which  higher  productivity  is  indeed  reflected  in  higher  wages  will  vary  over 
time  and  between  countries,  and  institutional  factors  are  an  important  part  of  the  explanation  of 
these  differences. 


While  mti  let -during  pressures  clearly  affect  the  relative  haigaining  power  of  employer!  and  employee!,  we  deny  (hit  tabor  markets  "dear" 
In  the  kim  assumed  by  conventional  freemntket  economic!.  In  fid.  unemploj  men!  Ii  i  narmil  feature  of  the  economy  precisely  to  keep  •  cheek 
on  wotkrrs'  implicit  wage  htrgnlni'ig  power.  One  Implication  of  this  th»l  Ii  Imponint  In  «n  International  trade  setting  ll  that  If  labor  market!  do 
not  clear,  then  in  economy  may  be  demand-constrained  Instead  of  supply-constrained,  and  the  effect*  of  trade  policy  on  aggregate  demand  need 
to  be  considered.  This  contrast!  with  traditional  theories  which  consider  only  the  beneficial  supply-iide  effect!  of  free  trade.  See  Stanford  [1993c] 
for  more  discussion. 
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We  consider  here  a  variety  of  institutional  factors  which  may  be  relevant  to  the 
determination  of  income  distribution  and  hence  production  costs.  For  example,  collective 
bargaining  rights  (such  as  the  freedom  to  join  trade  unions  and  the  freedom  to  strike  or  engage 
in  other  forms  of  collective  action)  will  have  an  important  Influence  on  workers'  bargaining 
power.  Minimum  wage  legislation  is  also  relevant,  not  just  for  those  who  work  in  minimum 
wage  jobs,  but  also  for  the  positioning  of  the  entire  relative  wage  structure.  Social  welfare 
policies-such  as  social  welfare  spending  or  unemployment  insurance  programs-affect  the  wage 
bargaining  process,  in  that  they  provide  workers  with  alternative  sources  of  income  and  hence 
underwrite  wage  demands;  when  no  adequate  social  safety  net  exists,  employers  are  better  able 
to  tell  workers  to  "take  it  or  leave  it".  Finally,  workplace  health  and  environmental  regulation 
(reflected  in  such  measures  as  the  frequency  of  accidents)  is  also  relevant  to  the  determination 
of  labor  costs,  since  they  reflect  the  extent  to  which  employers  are  able  to  subordinate  the  quality 
and  safety  of  worklife  to  the  goal  of  higher  productivity;  they  may  also  serve  as  an  indirect 
measure  of  the  extent  of  employees'  shopfloor  rights.  These  institutional  factors  exert  an 
important  influence  on  the  determination  of  labor  costs,  yet  they  are  implicitly  assumed  to  be 
irrelevant  by  the  vast  majority  of  economic  models  of  free  trade,  which  generally  take  wage 
levels  to  be  determined  purely  by  labor  supply  and  labor  demand.  Thus  trade  economists 
typically  do  not  consider  institutional  differences  between  countries  when  formulating  their  free 
trade  predictions,  and  they  are  surprised  and  usually  annoyed  when  the  public  at  large  becomes 
concerned  with,  say,  the  absence  of  trade  union  freedoms  in  a  neighboring  trading  partner. 

The  importance  of  labor  market  institutions  and  social  policies  to  the  determination  of 
income  distribution  and  hence  production  costs  can  be  seen  in  a  review  of  North  American  wage 
and  productivity  data.  In  the  first  place,  the  claim  that  productivity  differentials  should  be 
automatically  reflected  in  wage  differentials  is  not  verified  by  the  data.  Table  1  indicates  that 
real  wages  have  declined  over  the  past  decade  throughout  the  NAFTA  region,  despite  continued 
gains  in  labor  productivity  in  all  three  countries.   In  fact,  in  comparing  the  U.S.,  Canada,  and 

Mexico,  it  appears  that  the  greater  was  the  increase  in  productivity,  the  greater  was  the  decline 
in  real  wages.  The  resulting  sharp  decline  in  unit  labor  costs  was  greatest  in  Mexico,  followed 
by  the  U.S.,  and  then  by  Canada.  This  suggests  a  shift  in  the  underlying  institutional  context  of 
wage  determination  in  each  country,  which  has  forced  employees  to  work  more  productiviely  in 
return  for  less  income. 

In  fact,  Table  2  indicates  that  many  measures  of  labor  market  institutions  and  social  policy 
are  indeed  correlated  with  this  change  in  the  relationship  between  wages  and  productivity.  For 
example,  the  real  value  of  the  minimum  wage  has  been  eroded  in  all  three  countries,  most  rapidly 
in  Mexico,  then  in  the  U.S.,  and  a  modest  decline  in  Canada.  Similarly,  while  the  frequency  of 
workplace  accidents  has  been  reduced  in  all  three  countries  (a  result  which  would  normally  be 
expected  as  an  economy  develops),  the  decline  was  greatest  in  Canada,  followed  by  the  U.S.  and 
then  by  Mexico.2  The  decline  in  V.S.  unit  labor  costs  seems  especially  attributable  to  a  sharp 
erosion  in  trade  union  membership  and  collective  bargaining  activity.  In  Mexico,  on  the  other 
hand,  trade  unions  have  remained  strong  and  at  least  nominally  free  to  carry  on  collective 
bargaining  activity,  as  reflected  in  data  on  collective  bargaining  activity  and  officially  registered 
strikes.'  A  more  important  apparent  institutional  source  of  the  decline  in  Mexican  unit  labor 
costs  seems  to  have  been  the  collapse  of  social  welfare  spending,  together  with  the  afore- 
mentioned decline  in  minimum  wages.  In  Canada,  the  erosion  of  labor  institutions  has  been 
relatively  more  modest  than  elsewhere  in  the  continent,  and  hence  workers  there  have  continued 
to  receive  a  larger  share  of  productivity  gains  in  the  form  of  higher  wages. 


'  Table  2  reports  the  Inverse  of  the  accident  frequency,  which  indicates  the  average  number  of  accident-free  days  worked. 

'  It  should  he  noted  that  thfi  officii!  d«u  on  trade  union  activity  In  Mexico  masks  serious  Issues  regarding  the  collaboration  of  established 
Mexican  unions  with  wage  suppressing  government  policies,  and  the  at  limes  violent  repression  of  Independent  union  activity. 
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This  data  supports  the  notion  that  wages  and  productivity  cannot  be  expected  to  move 
automatically  in  step,  either  over  time  or  across  countries,  as  long  as  the  socio-economic 
institutions  which  so  influence  income  distribution  are  not  held  constant  either  temporally  or 
spatially.  In  fact,  not  only  have  labor  and  social  policies  been  weakened  substantially  in  recent 
years  in  all  three  NAFTA  countries,  but  major  cross-national  differences  in  the  nature  of  those 
institutions  still  remain  and  in  fact  have  been  accentuated.  Table  3  attempts  to  compare  the 
existing  level  of  labor  and  social  institutions  in  the  three  NAFTA  countries.4  This  comparison 
is  complicated  by  the  different  levels  of  economic  development  that  prevail  between  the  three 
countries.  It  is  only  natural,  for  example,  that  a  developing  country  such  as  Mexico  should  have 
lower  minimum  wages  and  social  welfare  spending  than  a  country  such  as  the  U.S.,  by  virtue  of 
the  greater  ability  of  the  more  productive  U.S.  economy  to  pay  for  such  programs.  Where 
relevant,  therefore,  the  data  in  Table  3  has  been  adjusted  to  reflect  these  differences  in  economic 
development.  Even  after  such  an  adjustment,  a  North-South  pattern  of  institutional  differences 
is  observed  for  almost  every  index.  In  other  words,  even  after  considering  the  ability  of  each 
economy  to  support  reasonable  labor  and  social  policies,  these  policies  are  strongest  in  Canada, 
followed  by  the  U.S.,  with  Mexico  lagging.  Note  that  these  initial  institutional  differences  are 
highly  relevant  to  the  proposed  NAFTA  "side  agreement"  on  labor  standards;  for  example,  even 
if  Mexico's  minimum  wage  were  increased  with  productivity  in  future  years,  Table  3  makes  it 
clear  that  the  minimum  wage  there  is  starting  at  a  level  that  is  too  low  relative  to  its  NAFTA 
trading  partners.  Mexico's  minimum  wage  would  have  to  be  increased  by  over  50  percent  to  put 
it  on  a  par  with  the  U.S.  minimum  wage,  after  adjusting  for  the  relative  levels  of  productivity 
in  the  two  economies. 

These  institutional  differences  need  not  be  correlated  with  wage  differentials.  It  would 
be  quite  possible  for  a  low-wage,  developing  economy  to  possess  a  relatively  strong  set  of  social 
and  labor  market  policies,  and  hence  experience  relatively  high  unit  labor  costs  (relative  to  a 
more  developed  and  hence  higher-wage  trading  partner,  where  wages  might  nevertheless  reflect 
a  smaller  share  of  high  labor  productivity).  Indeed,  for  some  of  these  indices  (most  notably  the 
minimum  wage  and  social  welfare  spending),  it  is  likely  that  after  adjusting  for  productivity, 
Mexican  standards  matched  or  even  exceeded  the  standards  of  the  U.S.  economy  in  the  period 
prior  to  the  1982  debt  crisis.  Trior  to  1982,  Mexico  had  relatively  high  wage  levels  for  a 
developing  country,  and  Mexico's  labor  cost  advantage  compared  to  the  U.S.  was  much  smaller. 
It  is  only  in  recent  years  that  institutional  arrangements  have  been  sharply  distorted  in  Mexico, 
contributing  to  the  sharp  decline  in  unit  labor  costs  there. 

It  is  fruitful  in  this  regard  to  compare  North  America  with  Europe.  As  indicated  in  Figure 
1,  the  European  economy  is  also  characterized  by  large  North-South  wage  differentials.5  The 
size  of  the  wage  differentials  within  the  North  American  trade  zone  is  somewhat  larger  than  in 
Europe  (on  the  order  of  9:1  or  10:1,  instead  of  5:1  or  6:1  in  Europe).  But  according  to  the 
preceding  argument,  it  is  not  this  wage  differential  per  se  that  is  at  the  root  of  the  labor  market 
issues  raised  by  regional  economic  integration.  Rather,  it  is  the  fact  that  cross-national 
institutional  differences  create  unit  labor  cost  differentials,  which  may  seriously  disrupt  existing 
trade  and  investment  patterns  in  the  aftermath  of  regional  economic  integration.  The  bulk  of  the 
nations  in  Europe  possess  rather  similar  labor  market  and  social  policy  institutions,  characterized 
by  a  relatively  strong  degree  of  government  regulation  and  active,  entrenched  collective 
bargaining  structures.  Thus  the  wage  bargaining  process  takes  place  in  an  essentially  similar 
institutional  context  across  the  continent,  resulting  in  a  normal  and  fairly  stable  relationship 
between  wages  and  productivity.  As  Figure  2  indicates,  therefore,  wage  differentials  in  Europe 
are  indeed  largely  offset  by  productivity  differentials  (just  as  suggested  by  free  market  economic 
theories,  but  for  different  reasons),  with  the  result  that  no  strong  North-South  pattern  in  unit  labor 
costs  is  discernable.    The  unit  labor  cost  disadvantage  faced  by  high-wage  producers  such  as 


4  This  comparison  is  mode  difficult  b>  Inter national  differences  in  data  sources  and  definitions,  and  should  be  taken  ai  Indicative  only.  The 
table  icpotts  average  values  for  the  1986-1990  period,  so  that  the  value  for  any  single  country  If  not  unduly  influenced  by  a  particular  year 'a 
experienced;  this  is  Important  only  for  volatile  data  series,  such  as  the  frequency  of  strikes. 

'  Pig"  ri  I  'nd  2  compete  v.et\es  and  unit  labor  coils  In  the  3  NAFTA  countries  with  those  In  Germany,  Sweden,  Belgium,  the  Netherlands, 
rcminik,  Italy,  Ptance,  the  ILK,  Spain,  r,reece,  and  Portupal.  Many  statistical  difficulties  are  encountered  In  attempting  to  compare  absolute 
levels  of  unit  Isb^r  costs,  and  hence  these  figures  should  be  taken  as  Indicative  only. 
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Germany  or  Sweden  may  be  as  small  as  50  percent  relative  to  Spain  or  Portugal,*  and  some  low- 
wage  economies  (such  as  Greece)  are  not  especially  competitive  on  labor  cost  grounds.  Within 
North  America,  on  the  other  hand,  cross-national  institutional  differences  have  distorted  the  wage- 
productivity  relationship,  with  the  result  that  there  exists  a  North-South  pattern  in  unit  labor  costs 
much  larger  than  seems  to  prevail  in  Europe.  It  is  this  pattern  of  unit  labor  costs,  and  not  the 
mere  existence  of  wage  differentials,  that  is  the  cause  for  concern  under  a  NAFTA. 


3.  The  Economic  Effects  of  the  NAFfA  and  Alternatives  to  the  NAFTA 

When  large  unit  labor  cost  differentials  arise  between  countries,  and  when  capital  is 
mobile  across  national  boundaries,  then  international  economic  integration  opens  up  the 
possibility  of  significant  shifts  in  trade  and  investment  flows,  as  investors  move  to  take  advantage 
of  more  profitable  production  opportunities.  Thanks  to  institutional  influences  on  labor  costs, 
there  is  no  guarantee  that  wage  differentials  are  matched  by  productivity  differentials. 
Furthermore,  there  is  no  guarantee  that  a  unit  labor  cost  advantage  in  a  country  characterized  by 
weak  labor  market  and  social  institutions  will  be  eroded  by  an  influx  of  investment  expenditure 
and  a  growth  of  exports.  The  extent  to  which  wages  rise  in  the  low-cost  country  depends  itself 
on  the  nature  of  the  implicit  bargaining  institutions;  with  very  repressive  institutions,  it  may  take 
a  massive  inflow  of  demand  before  the  region's  cost  advantage  is  eroded  by  rising  costs.  Finally, 
the  fact  that  labor  markets  do  not  automatically  "clear"  means  that  the  low-cost  country's  cost 
advantage  need  not  be  limited  to  relatively  labor-intensive  industries,  nor  is  there  a  guarantee  that 
displaced  workers  in  the  high-cost  region  will  find  alternative  employment.7  A  region  may  thus 
have  an  incentive  to  deliberately  repress  labor  and  social  institutions  so  as  to  reduce  unit  labor 
costs,  attract  investment,  and  penetrate  export  markets.  Without  measures  to  regulate  this  "social 
dumping",  economic  integration  between  regions  marked  by  differing  institutional  structures  is 
likely  to  set  off  a  downward  cotnpetition  in  labor  and  social  standards  that  leaves  workers  in  all 
regions  worse  off. 

In  this  regard  U.S.  legislators  should  examine  Canada's  experience  since  the 
implementation  of  the  1989  Canada-U.S.  Free  Trade  Agreement  (FTA).  As  noted  above, 
Canada's  labor  market  and  social  institutions  tend  to  be  relatively  more  generous  than  those  of 
the  U.S.,  and  this  in  part  explains  the  emergence  of  a  large  gap  in  unit  labor  costs  between  the 
two  countries  in  recent  years.'  The  Canada-US.  FTA,  by  reducing  tariffs  and  cementing  the 
access  of  U.S.-based  producers  to  Canadian  markets,  has  led  to  a  significant  redistribution  of 
investment,  employment,  and  output  in  manufacturing  industries  between  the  two  countries. 
Canada  has  lost  over  400,000  manufacturing  jobs  since  the  implementation  of  the  FTA;9  while 
this  is  due  in  part  to  the  recession  that  was  experienced  in  the  intervening  years,  the  job  loss  is 
far  laiger  than  was  experienced  in  previous  recessions  or  in  the  U.S.  (which  also  experienced  an 
economic  downturn).  Many  thousands  of  the  lost  jobs  are  directly  attributable  to  the  decisions 
of  manufacturers  to  locate  new  facilities  in  the  U.S.,  particularly  in  low-wage  states  in  the  U.S. 
south,  where  labor  and  social  institutions  seem  particularly  repressive.  The  job  loss  has  been 
experienced  throughout  the  manufacturing  sector,  and  has  not  been  limited  only  to  traditionally 
labor  intensive  industries.  The  economic  difficulties  experienced  as  a  result  of  this  continental 
restructuring  have  led  to  severe  pressure  for  the  downward  harmonization  of  Canadian  labor 
market  and  social  policies  to  U.S.  levels;  for  example,  Canada's  unemployment  insurance 
program  was  recently  overhauled,  with  cuts  in  benefits  and  more  stringent  qualification 
requirements,  so  that  the  program  is  now  eerily  similar  to  the  U.S.  program. 


'  A  unit  labor  cost  differential  of  this  sire  may  be  barely  sufficient  to  offset  transportation  costs  or  other  Intervening  fatten  a,  to  that  the  net 
ino-nlive  to  shift  investment  and  production  to  the  low  est  region  It  relatively  small.  Pevite  this,  however.  It  li  important  to  note  that  the  EC 
has  reeogniird  the  potential  Importunes  of  cross-national  Institutional  differences  In  (he  determination  of  Uade  and  Investment  patterns,  and  has 
implemented  programs  (such  as  the  Social  Charter  or  fiscal  transfers  to  less  developed  regions)  aimed  at  reducing  unh  labor  cost  differ  era  I  a  la  and 
managing  the  diversion  of  trade  and  investment  flows. 

'  In  economic  terms,  the  absence  of  factor  market  clearing  places  •  possible  demand-con<nalnt  on  the  economy,  such  that  output  and 
employment  is  no  longer  limited  solely  by  the  availability  of  factor  Inputs;  see  Stanford  |l993c]  for  further  discussion. 

•  See  Stanford  |199?dJ  for  more  detail  on  this  labor  cost  differential  and  Its  economic  effects. 

'  Not  all  of  this  job  losj,  of  course,  is  attributable  to  the  FTA  per  se;  misguided  eschange  rate  policy  also  deserves  •  large  share  of  the  blame. 


107 

By  reducing  the  risks  of  investing  in  Mexico,  and  securing  the  access  of  Mexican-made 
products  to  markets  elsewhere  in  the  continent,  the  NAFTA  is  likely  to  have  a  similar  albeit  less 
severe  effect  on  the  U.S.  and  Canadian  economies.10  We  have  attempted  to  estimate  the 
potential  size  of  this  effect  with  the  use  of  an  alternative  computable  general  equilibrium  model, 
which  incoiporates  more  realistic  assumptions  regarding  the  functioning  of  labor  markets  and 
other  features  of  each  nation's  economy."  The  modeling  methodology  is  very  similar  to  that 
employed  by  othei  NAFTA  models,  except  that  several  key  theoretical  assumptions  are  revised. 
Instead  of  being  determined  solely  by  demand  and  supply,  wages  in  each  country  are  taken  as 
a  function  in  part  of  the  nature  of  the  socio-economic  institutions  discussed  above.  Capital  is 
allowed  to  flow  between  countries  within  North  America  (unlike  most  NAFTA  models,  which 
assume  no  capital  flow  between  NAFTA  members).  Investors  are  allowed  to  determine  the  pace 
and  location  of  new  projects,  based  on  profitability,  rather  than  assuming  (as  do  other  models) 
that  investment  is  limited  only  by  the  supply  of  new  savings.  This  type  of  model  provides  a 
more  realistic  view  of  the  likely  impact  of  a  NAFI"A;  its  main  Findings  as  regards  the  impact  of 
NAFTA  on  the  U.S.  economy  are  reported  in  Table  4. 

Various  simulations  of  the  model  incorporate  various  assumptions  regarding  the  response 
of  economic  variables  to  continental  free  trade.  In  the  "low  dislocation"  scenario,  we  have 
assumed  constant  technology  in  Mexico,  no  major  shifts  in  the  pattern  of  employment  In 

Mexico's  agricultural  sector,  and  a  relatively  high  degree  of  "product  differentiation"  between 
U.S.  and  Mexican  products."  In  the  "high  dislocation"  scenario,  the  efficiency  of  technology 
in  Mexico  is  allowed  to  increase  modestly  thanks  to  incoming  foreign  capital,  freer  trade  in 
agricultural  goods  is  seen  to  result  in  a  significant  dislocation  of  labor  from  Mexican  farms,  and 
consumers'  ability  to  distinguish  between  U.S.  and  Mexican  products  Is  seen  to  be  relatively 
weak  (reflecting  cross-border  trade  by  multinational  firms,  who  are  able  to  produce  identical 
products  in  different  locations).  In  both  cases,  the  NAFTA  leads  to  a  net  outflow  of  capital  from 
the  U.S.  towards  Mexico,  ranging  from  an  estimated  $8  billion  (in  1988  dollar  terms)  in  the  low- 
dislocation  scenario  to  over  $25  billion  in  the  high-dislocation  scenario.  It  is  this  capital  flow, 
and  not  free  trade  in  commodities,  that  creates  the  potential  harm  for  U.S.  labor  markets.  Much 
of  the  loss  of  investment  demand  is  offset  by  increased  sales  of  U.S.  exports  to  Mexico. 
Nevertheless,  modest  declines  in  employment  are  experienced  in  the  U.S.  economy  (ranging  up 
to  about  80,000  lost  jobs  in  the  high  dislocation  scenario),  as  well  as  a  cut  in  average  annual 
wages  ranging  from  about  0.4  percent  (or  about  $125  in  terms  of  current  dollars)  in  the  low- 
dislocation  scenario  to  over  I  percent  (or  about  $300)  in  the  high-dislocation  scenario.  The 
impact  of  the  NAFTA  on  labor  markets  is  even  worse  in  Canada,  since  the  loss  of  investment 
expenditure  there  is  not  significantly  offset  by  higher  exports;  in  Mexico,  on  the  other  hand,  the 
inflow  of  investment  and  the  growth  of  exports  is  seen  to  fuel  significant  increases  In 
employment  and  wages. 

To  highlight  the  fact  that  it  is  international  capital  flows,  not  free  trade  in  commodities 
per  se,  that  carry  the  potentially  damaging  implications  for  continental  labor  markets,  another 
simulation  of  the  model  was  completed  in  which  intra-NAFTA  capital  flows  were  prohibited. 
As  reported  in  Table  4,  in  this  case  the  NAFrA  is  seen  to  have  beneficial  impacts  on  U.S.  labor 
markets,  with  very  small  increases  in  both  employment  and  wages. 


'*  The  TTA's  effect  on  the  Canidian  economy  was  made  w^ne  by  the  l*tge  tUe  cf  the  U.S.  economy  relative  lo  Canada,  the  much  greater 
dependence  of  Canada  nn  its  trade  links  with  the  U  5..  and  hy  the  cultural  and  legal  similarities  betwe-n  the  two  countriei  (which  nude  the 
transfer  of  Investment  tn  the  U.S.  relatively  eisirr).  In  the  case  of  Mexico,  these  factors  lend  to  work  in  the  opposite  direction:  Mexico'*  economy 
Is  very  small  relative  lo  the  U.S.  and  Canada,  its  (role  links  are  much  less  Important  to  the  U.S.  and  Canadian  economies,  and  there  are  significant 
cjl'uril,  political,  and  inftastructural  factors  which  w  ill  limit  the  extent  of  any  shift  in  Investment  and  production  to  Mexico.  On  the  other  hand, 
the  labor  cost  differential  between  Mexico  and  the  U.S.  Is  much  larger  than  that  which  existed  between  the  U.S.  and  Canada,  and  labor  market 
conditions  are  much  slacker  In  Mexico,  suggesting  that  It  may  ultimately  take  a  greater  Increase  In  Investment  and  employment  In  Mexico  before 
an  equilibrium  labor  cost  balance  is  restored  between  the  NAFTA  countries. 

"  The  model  and  Its  findings  are  reported  In  Sunfcd  11993c).  For  more  deull  on  the  shortcomings  of  standard  NAFTA  models,  see  Stanford 
11993a]. 

"  In  modeling  terms,  this  last  assumption  implies  that  the  Armington  elasticity  of  substitution  between  national  varieties  In  this  scenario  Is 
relatively  low.  This  assumes  that  consumers  are  able  to  tell  the  difference  between  products  made  In  different  countries. 
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Tt  must  be  kept  in  mind  that  the  recent  repressive  shins  in  labor  market  institutions  in 
Mexico  have  not  occurred  in  a  vacuum.  Rather,  these  changes  reflect  a  desperate  attempt  by 
policy  makers  there  to  manage  the  economic  crisis  that  has  been  sparked  by  high  global  real 
interest  rates  and  a  consequent  ongoing  drain  of  financial  capital  from  Mexico  in  the  form  of  debt 
servicing  expenses.  The  renewal  of  economic  growth  in  Mexico  has  required  some  means  of 
reversing  that  net  capital  outflow,  and  the  policies  of  world  financial  institutions  and  the  major 
lendor  countries  have  effectively  left  Mexico  with  no  alternative  route  but  to  attract  private 
capital  through  the  manipulation  of  socio-economic  institutions  such  that  super-high  profits  could 
be  earned  on  Mexican  investments.  In  this  context,  the  rejection  of  the  NAFTA  alone  is  unlikely 
to  prevent  the  potential  damage  to  U.S.  workers  resulting  from  investment  flows  to  Mexico,  since 
the  Mexican  government  will  be  forced  to  find  some  other  measures  (perhaps  including  the 
further  suppression  of  social  and  labor  market  institutions)  to  enhance  profitability  and  thus 
attract  new  private  capital.  Some  alternative  program  to  facilitate  growth  in  Mexico  is  thus 
required  if  the  diversion  of  private  investment  flows  is  not  to  remain  that  country's  sole  option 
for  reversing  capital  outflows. 

We  use  the  preceding  model  of  North  American  trade  and  investment  flows  to  simulate 
one  possible  alternative  set  of  policies,  in  which  the  elimination  of  tariffs  on  Intra-NAFTA  trade 
and  the  reduction  in  the  risk  of  Mexican  investment  are  accompanied  by  other  measures  to 
promote  growth  in  Mexico  and  limit  the  extent  of  investment  diversion.  This  alternative  policy 
package  is  called  a  North  American  Economic  and  Social  Development  Agreement  (or  NESDA). 
It  includes  a  50  percent  writeoff  of  Mexico's  external  debt,  an  increase  in  public  infrastructure 
investment  in  Mexico,  an  increase  in  labor  standards  in  Mexico  so  that  they  equal  average  North 
American  levels,  and  policies  to  stimulate  private  investment  expenditure  in  Canada  and  the  U.S. 
The  NFSDA  follows  the  European  model  of  international  economic  integration,  in  that  free 
commodity  trade  and  capital  flows  are  supplemented  by  the  regulation  of  social  policies  and  labor 
market  practices,  and  by  significant  injections  of  financial  support  for  public  investment  projects 
in  less  developed  regions.13  The  results  of  this  pro  growth,  high-wage  set  of  policies  are  also 
summarized  in  Table  4,  and  are  found  to  be  generally  positive  for  labor  markets  in  all  three 
countries.  In  the  U.S.,  the  NESDA  leads  to  a  slight  increase  in  employment  and  an  increase  in 
average  wages  of  0.5  percent  (or  over  $150  per  worker).  For  this  reason,  the  rejection  of  the 
NAP  I A  as  presently  negotiated,  which  reflects  a  laissez-faire  deregulated  model  of  regional 
economic  integration,  must  be  accompanied  by  a  more  effective  pro-active  set  of  alternative 
policies,  if  the  long  run  competition  to  cut  wages  and  weaken  social  standards  that  has 
characterized  the  North  American  economy  over  the  past  decade  is  to  be  abated. 


4.  References 

Stanford,  James  [1993a].    "Continental  economic  integration:  modeling  the  impact  on  labor", 
Annals  of  the  American  Academy  of  Political  and  Social  Science  526  (March  1993),  pp. 
92-110. 

Stanford,  James  11993b).  "North  American  economic  integration  and  the  international  regulation 
of  labor  standards",  in  Bruno  Stein,  ed.,  Proceedings  of  New  York  University  46th  Annual 
National  Conference  on  Labor  (Boston:  Little  Brown,  1993). 

Stanford,  James  [1993c).  Estimating  the  Effects  of  North  American  Free  Trade:  A  Ihree-Country 
General  Equilibrium  Model  With  "Real-World"  Assumptions  (Ottawa:  Canadian  Centre 
for  Policy  Alternatives,  September  1993),  49  pp. 

Stanford,  James  [1993d].   "Foreign  investment",  in  Duncan  Cameron  and  Mel  Watkins,  eds., 
Canada  Under  Free  Trade  (Toronto:  Lorimer,  1993). 

Stanford,  James,  Christine  Flwell,  and  Scott  Sinclair  [1993).    Social  Dumping  Under  North 

American  Free  Trade:  Consequences  and  Options  for  Regulation  (Ottawa:  Canadian 
Centre  for  Policy  Alternatives,  1993  forthcoming). 


"  These  public  Investment  project!  not  only  help  to  round  out  the  quality  of  economic  development  In  the  low-cost  region,  but  tlw  provide 
•  source  of  Jobs  .nd  .g$reg.te  demind  which  ier>e»  to  tighten  libor  mitVeU  «nd  hence  reduce  the  Incentive  for  ptivite  Invettreer*  dlvenlon. 
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Figure  2 
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Table  1 

Wage  and  Productivity  Developments  in  North  America 

1980-1991 


Change  In  Avg. 
Real  Wage 


Change  In  Avg. 
Real  Labor 
Productivity 


Implied  Change 

In  Real  Unit 

Wage  Cost 


U.S. 


+9.5  % 


-14.2  % 


Canada 


-3.1  % 


+7.3  % 


-9.7  % 


Mexico 


-21.8  % 


+17.9  % 


-33.7  % 


Original  Sources:  Statistical  Abstract  of  the  United  States;  Canadian  Economic 
Obsencr;  U.S.  Department  of  Labor,  Bureau  of  Labour  Information;  Salinas  de 
Goriari,  Tercer  Informe  de  Gobicrno. 

Real  wages  and  productivity  measured  in  national  currency. 
SOURCE:       Stanford  [1993b/. 

Table  2 

Change  in  Selected  Indicators  of  Labor  Standards 
1978-80  vs.  1988-90 


Real 

Inverse 

Real 

Non- 

Days 

Average 

Minimum 

Accident 

Social 

Agricultural 

Lost  In 

Real 

Wage 

Frequency 

Program 

Trade  Union 

Strikes 

Wage 

Spending 

Penetration 

per  Day 

Per 

Worked 

Capita 

U.S.A. 


-29.3  % 


+6.0  % 


+22.1  % 


-28.4  % 


-64.9  % 


-6.1  % 


Canada 


-7.2  % 


+29.3  % 


+  38.1  % 


-0.9% 


-51.1  % 


-3.1  % 


Mexico 


-45.0  % 


+5.3  % 


-26.5  % 


+22.8  %'         +24.3  %'       -21.8  % 


Original  Sources:  Monthly  J.ahor  Review;  Statistical  Abstract  of  the  United  States;  U.S. 
Dcpt.  of  I^abor,  Bureau  of  Labor  Statistics;  Canadian  Economic  Observer;  Labour  Canada; 
Salinas  de  Gortari,  Tercer  Informe  de  Gnbierno;  Macro  Ascsoria  Economica.  Realidad 
Economica  de  Mexico;  Nora  Lustig,  Mexico:  The  Remaking  of  an  Economy. 

I.  Data  on  trade  union  penetration  and  days  lost  in  strikes  are  unavailable  for 

Mexico;  these  figures  refer  to  annual  collective  bargaining  coverage  and  the  total 
number  of  officially  registered  strikes,  respectively. 


SOURCE:        Stanford  [1993b]. 
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Table  3    . 

Current  Indicators  of  Labour  Market  Institutions 
in  North  America 


1986-1990  averages 


Mln. 


HI 


Social 


Trade         Accident      Days  lost 


wage  as       payments       welfare 

union 

frcq. 

In  strikes 

shnre         as  share       expend. 

members 

per  100 

as  share 

n\g.              a\g.               as 

as  share 

workers 

total 

njfetrng.       mfctrng.         share 

total 

per 

days 

prod'y         prod'y           GDP 

employ. 

year 

worked 

Canada 

16.2  %          21.5  %          12.1  % 

35.4  % 

10.3 

0.160  % 

U.S. 

13.4  %          16.5  %           8.4  % 

16.5  % 

8.4 

0.036  % 

Mexico 

8.0  %             0  %             6.4  % 

30.5  %' 

16.92 

0.113  %' 

SOURCE: 

Stanford  et.al.  (1993J,  Table  5.4. 

NOTES: 

1.  Collective  bargaining  coverage 

in  manufacturing  only. 

2.  Estimated  accident  frequency  in  construction  and  selected 
manufacturing  only. 

3.  Based  on  frequency  of  officially  registered  strikes. 


Table  4 

Potential  Impact  of  NAFrA  on  the  U.S.  Economy 
(percent  change) 


Low 

Dislocation 

Scenario 

High 

Dislocation 

Scenario 

No 
Capital 
Mobility 

"NESDA" 

GDP 

0.04  % 

-0.43  % 

0.03  % 

-0.05  % 

Employment 

-0.00  % 

-0.08  % 

0.01  % 

0.01  % 

Avg.  Wages 

-0.41  % 

-1.08  % 

0.04  % 

0.53  % 

Profit  Rate 

1.08  % 

1 .55  % 

0.02  % 

-1.25  % 

Investment 

-1.60  % 

-5.46  % 

000  % 

0.64  % 

Gov't  Revenue 

0.13  % 

-0.17  % 

-0.00  % 

-0.15  % 

Pers.  Consumption 

0.08  % 

-0.10  % 

0.03  % 

-0.02  % 

Capital  Flow' 

$8.1 

-$25.7 

0 

-$2.7 

Exports 

0.36  % 

1.21  % 

0.39  % 

2.28  % 

Imports 

0.59  % 

0.28  % 

0.37  % 

0.58  % 

SOURCE: 

Stanford  11993c],  various  tables. 

NOTE: 

1.  Net  international 

capital  flow  in 

$U.S.  billions  (1988). 
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Our  research  suggests  that  the  proposed  North  American  Free  Trade 
Agreement  (NAFTA)  is  likely  to  hurt  the  typical  resident  of  the  U.S.  Large,  mobile 
corporations,  on  the  other  hand,  are  likely  to  benefit,  primarily  because  NAFTA  will 
leave  them  less  accountable  than  ever  to  workers  and  communities.  In  addition, 
NAFTA  is  likely  not  to  help  the  typical  Mexican  worker;  at  the  very  least,  the 
enormous  agistment  costs  associated  with  NAFTA  will  be  borne  disproportionately 
by  Mexicans  at  the  bottom  of  the  income  distribution. 

The  following  testimony  has  two  parts.  First,  we  briefly  summarize  the  results 
of  our  study  of  NAFTA's  effects,  completed  in  1992,  of  which  copies  are  attached. 
Second,  we  comment  on  some  frequently  heard  arguments  for  NAFTA  and  explain 
why  we  do  not  find  them  credible. 

NAFTA's  Effects  on  Investment,  Employment  and  Wages 

The  m  opt  important  consequence  of  NAFTA,  from  the  U.S.  point  of  view,  is 
that  it  will  encourage  U.S.  companies  to  relocate  some  of  their  production  to  Mexico. 
This  diversion  of  investment  will  destroy  Jobs  in  the  U.S.  and,  further,  putdownward 
pressure  on  the  wngos  of  employed  workers.  We  estimate  that  NAFTA  will  cause  Job 
loss  in  the  United  States  of  32,000  to  54,000  jobs  per  year,  or  about  300,000  to 
600,000  jobs  over  a  10-year  period  (see  attached  papers  for  details).  We  estimate, 
further,  that  the  real  wage  of  the  typical  U.S.  worker  will  fall  by  1.8%  to  2.2%  over  (he 
first  10  years  of  NAFTA  NAFTA's  employment  effects  provide  a  sufficient  basis  for 
questioning  the  wisdom  of  this  agreement.  Nevertheless,  it  is  worth  emphasizing  that 
our  study  indicates  that  NAFTA's  efTcct  on  the  wages  of  employed  workers  would 
cause  a  much  greater  cumulative  loss  of  worker  Income  (and  affect  a  larger  number 
of  people)  than  would  employment  losses  alone. 
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Why  will  NAFTA  motivate  a  relocation  of  U.S.  investment  to  Mexico?  This,  it 
seems  to  us,  is  basic  economic  geography.  The  elimination  of  trade  and  investment 
barrier?  (ns  well  as  reduction  of  the  risks  of  Investing  In  Mexico  by  locking  in  the 
current  ft  ee-mai  ket  policies  of  the  Mexican  government),  will  allow  U.S.  firms  to 
exploit  low  Mexican  wages  and  lax  environmental  standards  without  sacrificing 
access  to  the  enormous  U.S.  market.  A  recent  survey  undertaken  by  the  Roper 
Organization  suggests  that  this  reasoning  accurately  reflects  that  of  investors.  Of 
the  455  high  ranking  manufacturing  executives  surveyed,  40%  said  that  their 
company  was  likely  to  relocate  some  production  to  Mexico.  NAFTA  Is  likely  to 
increase  U.S.  investment  in  Mexico  for  a  second  fairly  simple  reason:  increasing 
investment  flows  is  an  explicit  goal  of  NAFTA,  which  is  filled  with  provisions  designed 
to  Improve  Mexico's  treatment  of  U.S.  firms. 

The  experiences  of  Ireland  and  Spain  in  joining  the  European  Economic 
Community  (EEC)  provide  further  supportive  evidence.  Ireland  and  Spain-like 
Mexico,  small,  low-wage  countries  granted  privileged  access  to  a  large,  lucf  alive 
mm  ket  each  experienced  immediate  and  sizable  increases  in  direct  foreign 
investment  with  their  admission  to  the  EEC.  We  estimate  that  admission  to  the 
EECincrcnsed  annual  U.S.  direct  foreign  investment  flows  to  Ireland  by  a  factor  of 
2.8  (that  if,  by  2R0%),  while  U.S.  investment  flows  to  Spain  increased  by  a  factor  of 
5.2  (6ee  attached  papers  for  details  of  our  method  of  estimation).  These  estimates 
are  especially  striking,  given  that  the  wage  differential  between  Mexico  and  the  U.S. 
is  much  greater  than  the  wage  differential  in  either  European  case. 

What  efTect  will  NAFTA  have  on  employment  and  wageB  in  Mexico?  Our 
estimate  is  that  at  best  Mexican  workeis  will  approximately  break  even,  both  In 
employment  and  wages,  and  at  worst  there  will  be  losses  in  both  employment  and 
wages  in  Mexico.  Our  estimates  ofjob  creation  in  Mexico,  reported  in  the  attached 
papers,  assume  that  production  of  U.S.-owned  ptants  relocated  to  Mexico  will  produce 
entirely  for  the  U.S.  market;  if  however,  they  sell  to  the  Mexican  market,  it  la  likely 
(as  a  number  of  Mexican  economists  hold)  that  a  large  number  of  jobs  in  less 
competitive  Mexican  enterprises  will  be  destroyed,  and  the  net  effect  could  be 
stagnation  of  employment  there  due  to  this  cause  alone.  In  addition,  NAFTA's 
removal  of  com  subsidies,  even  though  spread  out  over  15  years,  Is  likely  to  add 
60,000  or  more  migrants  from  the  countryside  annually  to  the  urban  labor  force,  over 
and  above  the  current  rate  of  migration,  and  the  unemployment  rate  could  therefore 
rise  in  Mexican  cities.  If  this  occurs,  the  real  wage  is  likely  to  fall,  even  if  productivity 
is  on  the  increase. 

We  view  the  likelihood  or  investment  diversion  to  Mexico  as  the  key 
consequence  of  NAFTA,  and  the  one  which  will  lead  to  losses  in  employment  and  wage 
Income  In  the  United  States.  NAFTA's  defenders,  on  the  other  hand,  have  made  a 
variety  of  claims,  Including  challenges  to  the  view  that  significant  investment 
diversion,  and  therefore  significant  U.S.  job  loss,  will  occur.  Some  of  the  most 
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frequently  heard  Arguments  are  presented  below,  together  with  our  responses.  While 
we  understand  that  not  all  proponents  believe  all  of  these  claims,  and  some  of  them 

are  clearly  unfounded,  they  continue  to  crop  up  In  the  NAFTA  debate,  and  we 
therefore  think  it  is  Important  to  respond  to  them. 

Wages  and  productivity  in  Mexico 

NAFTA  proponents  say:  "U.S.  firms  will  not  relocate  to  Mexico  in  large 
numbers  because  although  Mexican  wages  are  low,  Mexican  productivity  is  equally 
low,  so  there  are  no  savings  in  labor  costs  to  be  gained  by  relocating  to  Mexico." 

Our  reply:  U.S.  firms  decide  whether  to  locate  a  plant  in  Mexico  based 
on  what  the  level  of  productivity  will  be  In  the  plant  they  establish-not 
based  on  the  average  productivity  in  the  Industry,  or  in  the  Mexican 
manufacturing  sector,  or  in  the  Mexican  economy  as  a  whole. 

Productivity  simply  means  "output  per  worker";  It  Is  not  a  direct  measure  of 
diligence  or  skill  as  such,  and  it  is  not  simply  built  into  a  labor  force  or  a  location. . 
Rather,  productivity  depends  on  what  kind  of  plant  and  equipment  are  In  use,  what 
kind  of  braining  the  workers  have  received,  how  effective  the  management  is,  and 
many  other  such  factors.  Average  productivity  in  an  industry  in  Mexico  may  be  quite 
low  relative  to  productivity  in  that  industry  In  the  United  States,  because  in  most 
industries  in  Mexico  there  is  a  large  number  of  medium-sized,  small  and  very  small 
producers  whose  productivity  is  quite  low,  and  they  bring  down  the  average.  Yet  a 
newly  established  plant,  especially  if  it  uses  up-to-date  technology,  can  have  much 
higher  than  the  average  productivity.  Harley  Shaiken  and  Stephen  Herzenberg's 
excellent  study  of  the  auto  industry  (1987)  demonstrates  this  very  well:  productivity 
in  the  auto  industry  in  Mexico  was  found  to  be  very  close  to  productivity  in  similar 
plants  north  of  the  border,  while  wage  levels  in  Mexico  were  far  lower.  Moreover, 
although  in  some  cases  the  skill  levels  of  Mexican  workers  maybe  below  those  of  U.S. 
workers,  because  they  have  less  experience  with  state-of-the-art  technology,  the  low 
wages  in  Moxieo  make  it  attractive  for  U.S.  firms  to  provide  extensive  training  to 
Mexican  workers  to  raise  their  skill  level  to  the  level  of  U.S.  workers. 

U.S.  firms  which  relocate  to  Mexico  would  normally  expect  to  have  productivity 
which  substantially  exceeds  the  average,  for  several  reasons.  One  such  reason  is 
size.  In  198B,  the  nvcroge  productivity  level  in  the  largest  firms  in  Mexican 
manufacturing  was  more  than  twice  the  average  productivity  level  in  Mexican 
manufoettulng  as  a  whole  (Tannkl  1993,  Table  1).  U.S.-owned  plants  are  generally 
among  the  1nn»er  manufacturing  Arms,  and  therefore  will  have  a  productivity  level 
higher  than  the  avprnge  for  the  industry,  based  on  their  size  alone.  In  addition,  the 
amount  of  capital  equipment  workers  have  to  work  with  is  an  important  determinant 
of  their  productivity  level.  As  reported  in  our  article,  "The  High  Cost  of  NAFTA," 
attached,  the  average  value  of  capital  equipment  in  UBe  per  worker  in  U.S.  majority- 
owned  plants  was  approximately  $64,000  (in  1990  dollars)  in  1988,  more  than  two- 
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thirds  the  figure  for  manufacturing  Unas  In  (he  United  States,  and  much  higher  than 
the  figure  for  Mexican  manufacturing  as  a  whole.  Finally,  U.S.  firms  often  bring  with 
them  the  most  advanced  technology,  and  this  gives  them  an  additional  edge  in 
productivity.  Because  wages  do  not  increase  In  step  with  productivity  as  firm  size 
increases,  firms  that  relocate  do  In  fact  enjoy  savings  In  labor  costs. 

To  summarize,  productivity  in  a  Bector  is  an  average  of  large  and  small 
producers,  well-equipped  and  poorly  equipped  production  operations.  There  Is  no 
reason  to  expect  U.S.  Arms  relocating  to  Mexico  to  have  the  average  level  of 
productivity  there,  and  every  reason  to  expect  their  productivity  levels  will  bo 
substantially  above  average  productivity  levels.  Thus  the  current  average  level  of 
productivity  in  Mexico  generally,  or  in  Mexican  manufacturing,  or  in  any  given 
Mexican  industry,  ig  not  a  good  guide  to  firms'  decisions  about  whether  it  is  more 
profitable  for  them  to  relocate  to  Mexico  or  to  remain  In  the  United  States. 

Trade  and  employment 

NAPTA  defonder8  Bay:  Trade  creates  jobs;  not  only  has  total  U.S.  trade  with 
Mexico  been  increasing,  but  U.S.  export*  to  Mexico  have  been  growing  faster  than 
U.S.  imports  from  Mexico  in  recent  years,  and  this  meanB  growth  in  U.S.  jobs." 

Our  reply:  Increased  trade,  In  and  of  Itself,  doeB  not  create  new  Jobs, 
though  It  ran  mnko  existing  U.S.  jobs  dependent  on  exports,  Jobs  which 
previously  depended  only  on  detnnnd  from  within  the  United  States,  It  la 
only  increased  net  exports  (exports  minus  imports)  that  create  new  Jobs. 
Although  U.S.  not  exports  to  Mexico  have  been  Increasing  very  recently,  this 
trend  la  fragile  and  could  easily  be  reversed  by  a  faU  In  tiae  value  of  the  peso. 

Increased  trade  does  not  automatically  produce  economic  growth.  Trade  Is 
nothing  more  than  a  purchase  (or  Bale)  in  which  the  buyer  and  seller  are  in  different 
countries.  Relocation  of  U.S.  firms  to  Mexico  generally  creates  trade,  and  it  may 
make  existing  Job9  dependent  on  trade,  but  it  does  not  create  jobs  in  the  United 
States  (in  fact,  it  destroys  them). 

A  U.S.  firm  which  relocates  to  Mexico,  for  example,  to  take  advantage  of  the 
low  wageB  there,  may  continue  to  buy  from  the  same  U.S.  suppliers  and  sell  to  the 
same  U.S.  customers,  and  this  in  itself  creates  trade  by  changing  existing  domestic 
transactions  into  cross-border  transactions  between  the  very  same,  buyers  and 
sellers.  This  trade,  however,  does  not  create  jobs;  rather,  It  makes  existing  jobs  (of 
those  employed  by  the  suppliers)  dependent  on  exports.  In  addition,  to  the  extent 
that  the  value  of  the  firm's  Bales  to  its  U.S.  customers  exceed  the  value  of  the  firm's 
purchases  from  its  U.S.  suppliers  (that  is,  to  the  extent  that  the  relocation  reduces 
U.S.  net  exports),  jobs  in  the  U.S.  are  destroyed.  The  Jobs  destroyed  are  exactly  those 
of  the  U.S.  workers  previously  employed  by  the  firm. 
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This  is  precisely  why  NAFTA's  proponents  phrase  their  argument  carefully  by 
scying  these  increased  exports  "create  more  Jobs  dependent  on  exports."  This 
phrasing  is  meant  to  include  the  case  In  which  no  new  jobs  are  created,  but  existing 
job3  are  made  dependent  on  exports. 

NAFTA's  defender  William  Daley  says:  "Right  now,  600,000  working 
Americans  owe  their  livelihood  to  the  production  of  goods  for  export  to  Mexico." 

Our  reply:  Mnny  of  these  GOO,000  jobs  are  not  new  Jobs,  but  Jobs  which 
existed  before,  but  ore  now  dependent  on  exports.  They  are Jobs  producing 
product*  which  formerly  were  bought  by  U.S.  Anna  inside  the  United  States- 
-as  Inputs  Into  their  production  opera tlons-and  now  are  bought  by  the  same 
flrniB  as  inputs  to  their  relocated  production  operations  In  Mexico. 

We  do  not  claim  that  relocation  of  U.S.  firms  to  Mexico  Is  the  only  factor  that 
will  create  trade,  but  that  It  accounts  for  a  large  fraction  of  the  projected  increase  in 
trade  as  a  consequence  of  NAFTA.  Moreover,  the  current  U.S.  trade  suipluB  with 
Mexico  is  fragile.  Although  U.S.  net  exportB  to  Mexico  have  risen  somewhat  hi  recent 
years,  the  peso  is  currently  overvalued,  and  a  fall  in  the  peso,  which  Is  quite  possible, 
could  easily  reverse  the  U.S.  trade  balance  with  Mexico  and  cause  a  decline  hi  U.S. 
jobs. 

Will  more  firms  relocate?  • 

i 
i 

NAFTA  proponents  say:  Mexican  wages  have  been  low  for  years;  therefore, 
the  OrniB  that  would  relocate  to  take  advantage  of  low  wages  have  already  done  so, 
and  NAFTA  will  not  cause  further  relocation.  (NAFTA  proponents  also  make  the 
opposite  claim:  that  firms  Interested  In  low  wages  will  go  to  Mexico  with  or  without 
NAFTA) 

Our  reply:  NAFTA  will  make  relocation  to  Mexico-a  significant 
temptation  already-more  appealing  than  ever. 

It  is  of  course  true  that  many  firms  have  abandoned  workers  and  communities 
in  the  U.S.  in  favor  of  Mexico  and  othor  low-wage  countries.  This  process  was 
underway  long  before  NAFTA,  and  will  continue  to  some  degree  in  any  case.  Since 
1 9P5,  nnnunl  U.S.  direct  foreign  investment  flows  to  Mexico  have  quadrupled.  But 
NAFTA  will  hasten  and  intensify  relocation  of  U.S.  firms  to  Mexico.  NAFTA  will 
increase  the  size  of  the  Mexican  market,  allowing  investors  to  benefit  from  low  labor 
ro.«fci  without  nnnffidriff  *«*ss  to  the  U.S.  market.  The  Appeal  of  Mexico  will  be  tta 
low  w.ifrrn  nnrt  its  privileged  access  to  U.S.  consumers.  NAFTA's  removal  of  barriers 
to  trade  and  Investment,  and  the  fact  that  it  locks  in  the  trade  and  investment 
liberalization  that  has  already  occurred,  will  increase  the  incentive  for  firms  to 
relocate,  making  an  already  significant  problem  worse. 
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NAFTA'b  defenders  say:  If  w  ages  were  the  pnly  factor  on  which  VS. 
companies  based  their  location  decisions,  Haiti  and  Bangladesh  would  be  export 
powerhouses ."  (This  is  a  direct  quote  from  William  M.  Daley,  Special  Councilor  to  the 
President  for  NAFTA.) 

Our  reply:  Wages  are  not  the  only  factor  influencing  firms'  location 
dec*  *l  on«,  but  they  nro  one  important  factor  In  each  decisions.  Low  Mexican 
wages,  along  with  improved  access  to  U.S.  consumers  from  Mexico,  will 

encourage  many  U.8.  companies  to  relocate  to  Mexico.  , 

i 

The  claim  that  "wages  are  not  all  that  matters"  is  clearly  correct  But  the 
conclusion  that  is  alleged  to  follow-that  firms  are  essentially  indifferent  to  Mexico's 
low  wage  labor  force-Is  unfounded  and  false.  The  only  conclusion  that  can  correctly 
be  drawn  is  that  not  all  U.S.  firms  will  relocate  to  Mexico  even  If  they  would  save  on 
labor  costs  by  doing  so.  This  implies  that  estimates  of  VS.  job  loss  baaed  on  labor 
cost  considerations  alone  will  be  somewhat  too  high.  (Our  estimates  of  VS.  job  loss 
are  not  bnaod  on  labor  cost  considerations  alone.)  Some  firms  need  to  be  close  to 
suppliers  or  consumers,  some  would  face  prohibitive  transportation  costs  in  serving 
tbe  U.S.  m  arket  from  Mexico,  while  others  require  more  elaborate  and  reliable 
Infrastructure  than  Mexico  now  offers. 

In  our  cr-Mraates  of  the  importance  of  various  factors  in  determining  the 
location  of  U.S.  direct,  foreign  investment,  nevertheless,  labor  cost  was  found  to  be  the 
second  most  Influential  factor,  after  market  size,  in  location  decisions  (see  The  High 
Cost  of  NAFTA",  Figure  2,  and  "EfTect  of  the  North  American  Free  Trade 
Agreement...",  Appendix  2). 

1  lie  size  of  NAFTA's  effect 

NAFTA's  defenders  say:  The  efTects  of  NAFTA  on  investment  and 
emploj-ment  represent  a  small  share  of  total  domestic  investment  and  employment, 
and  are  therefore  insignificant." 

Our  reply:  Congress  carefully  (and  appropriately)  considers  tfie 
economic  effects  of  closings  of  military  bases,  changes  in  tax  laws,  and 
extension  of  unemployment  benefits  even  though  the  effects  on  employment 
and  incomes  of  these  measures  may  be  very  small  relative  to  the  VS. 
economy  as  n  whole. 

Nevertheless,  an  agreement  which  can  displace  60,000  workers 
nnnnnlly  In  the  United  Slates  and  an  equal  number  in  Mexico,  and  can  lead 
to  cumulative  losses  In  wage  income  over  a  10  -year  period  of  $300  billion  In 
the  U.S.  cannot  be  seen  as  having  "small"  effects. 

Indeed,  one  wonders,  if  tho  effects  of  NAFTA  are  sure  to  be  as  small  as  its 
proponents  have  claimed,  why  have  proponents  not  offered  to  fully  Insure  the  losers 
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from  NAFTA,  against  potential  losses?  For  example,  If  proponents  are  positive  that 
wages  in  the  United  States  will  rise,  then  they  could  propose  that  any  future  decline 
in  the  real  wage  be  offset  by  an  equivalent  tax  reduction  to  wage-earners,  maintaining 
their  after-tox  income  constant  (the  loss  In  tax  revenue  could  be  made  up  by  an 
increase  in  the  corporate  profits  tax  since,  with  rising  GDP  and  falling  real  wages, 
profits  would  be  on  the  rise).  For  the  very  few  displaced  workers  that  NAFTA's 
proponents  say  will  be  created,  a  Trade  Adjustment  Assistance  program  which 

provides  full  income  support  for  an  indefinite  perlod-until  retirement,  if  necessary- 
would  be  an  adequate  solution,  and  one  which.if  their  predictions  are  correct,  should 
not  be  expensive.  .Alternatively,  such  displaced  workers  could  be  guaranteed 
government  employment  in  the  kind  of  public  service  jobs  that  were  created  during 
the  Depression,  again  at  their  previous  pay  rate. 

Finally,  the  claim  is  made  by  NAFTA's  proponents  that  the  number  of  Jobs 
likely  to  be  lost  in  the  U.S.  as  a  result  of  NAFTA  is  smaller  than  the  number  of  Jobs 
lost  due  to  automation  and  other  causes  in  the  U.S.  economy  in  the  past  decade  or 
two,  that  Is,  It  is  smaller  than  the  "normal"  turbulence  in  the  economy.  The 
implication,  apparently,  Is  that  it  cannot  therefore  be  much  of  a  disturbance,  since  we 
have  survived  these  larger  Job  losses. 

While  It  Is  true  thatlaborbas  survived  this  larger  turbulence,  it  is  far  from  true 
that  this  has  occurred  without  harm.  On  the  contrary:  real  weekly  earnings  fell  16% 
In  the  United  States  from  1973  to  1991.  Times  are  harder  than  they  have  been  for 
decades,  for  a  jrrowing  number  of  people.  I-oss  of  Jobs  due  to  plant  closings  and 
transfer  of  production  work  overseas,  as  well  as  from  automation,  Bre  a  fact  of  life, 
but  NAFTA  significantly  intensifies  the  problem.  Even  if  the  displacement  of 
workers  which  NAFTA  would  cause  is  less  than  the  current  rate  of  Job  displacement 
due  to  automation  and  other  causes,  this  is  no  reason  to  regard  NAFTA's  effects  aa 
trivial  or  unworthy  of  Congressional  attention.  Congi  ess  is  not  being  called  upon  to 
decide  on  whether  Jobs  will  destroyed  through  automation.  Congress  is  being  asked  to 
decide  whether  Jobs  will  be  destroyed  in  the  United  States  through  flight  of  industry  to 
Mexico  as  a  consequence  of  NAFTA. 

Conclusion 

The  issue  is  not  whether  integration  Is  to  happen,  but  rather  how.  Economic 
integration  of  the  U.S.  with  Mexico  need  not  imply  an  ossaulton  U.S.  employment 
and  wages,  but  NAFTA,  as  drafted,  doeB  jrrst.  that.  The  promise  of  free  trade  which 
economists  like  to  hold  up  to  the  world  is  the  possibility  of  Improving  life  for  all.  An 
agreement  could  bo  constructed  which  met  this  goal ,  but  NAFTA  is  not  that 
agreement.  As  written  it  will  enhance  the  profitability  of  mobile  corporations,  but  will 
hurt  tho  average  resident  of  the  U.S.  and  Mexico. 
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The  Chairman.  The  committee  stands  in  recess. 
[Whereupon,  at  1:29  p.m.,  the  committee  was  adjourned.] 
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